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PUBLISHERS' NOTE 

Throngh the generosity of Mr. Edward D. Page, 
of New York City, a graduate of the Sheffield 
Scientific School, in the Class of 1875, a course of 
lectures, now named for its founder, was pre- 
sented to the Sheffield Scientific School of Yale 
University in the summer of 1907. Its purpose 
was to bring before each Senior Class of that 
institution the question of right conduct in busi- 
ness matters. The lectures included in this vol- 
ume were delivered in the spring of 1913 by 
Jeremiah W. Jenks, A. Piatt Andrews, Emory R. 
Johnson, and Willard V. King. 

Grateful acknowledgment is made to each of 
these gentlemen for his assistance in the prepara- 
tion of this volmne. 
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THE OHAEACTER AND INFLUENCE OF 
BECENT IMMiaEATION 

Jebemias W. Jenks 

Dnring the closing days of President Taft'a 
adminiatration, he vetoed a bill, passed by a large 
majority of both houses of Congress, restricting 
iromigration into the United States by means of 
an illiteracy test. So insistent was Congress 
upon its view that more than the required two- 
thirds of the Senate repassed the bill, while the 
House of Representatives failed by only five votes 
to snpport the Senate and pass the law by a two- 
thirds vote over the veto. In his veto message 
even President Taft did not express himself as 
opposed to the principle of restriction; he 
was opposed merely to the method suggested by 
Congress, believing it to be out of harmony with 
the general spirit of American legislation. 

President Roosevelt also, in stating, in 1908, to 
the members of the Immigration Commission his 
views regarding their work, said that he consid- 
ered the question of unmigration — ^with the pos- 
sible exception of that of the conservation of the 
natural resources of the United States — the most 
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important political question before the American 
people. At that time he expressed no opinion 
regarding the policy of restriction of immigration, 
though later he apparently concnrred in the 
recommendations of the Commission. Even more 
striking, perhaps, is the fact that the Commission 
in its report recommended with absolute iman- 
imity the adoption of a policy of restriction, 
although one member differed from his coUeagnea 
as regards the method of restriction that it was 
most expedient to employ. It is well known that at 
the beginning of their investigation, several mem- 
bers of the Commission were strongly iacUned not 
to restrict immigration further, but the results of 
the investigation had completely changed their 
views, so that aU nine members — ^three senators, 
three members of the House of Representatives 
and the three private citizens appointed by the 
President, — Republicans and Democrats alike, — , 
agreed in their recommendation. Moreover, so 
far as can be ascertained, all of the field agents of 
the Commission, perhaps a hundred, even before 
the final statistical results of the investigation 
had been fully calculated and the results made 
manifest — simply through their personal observa- 
tions — had become convinced that a restrictive 
policy was needed. So striking a unanimity on 
the part of people, coming from different sections 
of the country, with differing political views, leads 
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RECENT IMMiaRATION 3 

natarally to the inqniTy: What is the character 
and what is tiie influence of recent immigration 
that leads to such a conclnsionT 

The Extent of Immigration 

Withoat going into burdensome detail regard- 
ing the number of immigrants entering the coun- 
try, it is noteworthy that during the last decade 
there has been a very decided increaBe in immi- 
gration. In several years— 1905, 1906, 1907, 
1910 — ^more than a million entered the country. 
Por the last fiscal year ending June 30, 1913, there 
came 1,197,892. Of course, it should be kept in 
mind that each year there are also many persons 
returning to their former homes, so that the net 
increase from immigration is decidedly less than 
the total number entering the country. In 1912 
this net gain amounted to something more than 
500,000, while for the fiscal year it was nearly 
900,000. Speaking generally, some forty per cent 
of the immigrants return and usuaUy one-third 
eventually make their permanent home in Europe, 
but last year the proportion was only approxi- 
mately one-quarter. 

It is also noteworthy that the nnmbers entering 
and departing from the country vary more or less 
in accord with business conditions. Following a 
crisis, such as that of 1907, the nnmber entering 
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falls off materiaUy, the nmnber departing in- 
creases. For a conBiderable part of the year 1908, 
somewhat more aliens departed from the United 
States than entered, bnt on the whole, as com- 
pared with the great mass that are coming, this 
fluctuation of immigration to meet a demand for 
labor is not great enough to affect materially our 
economic conditions. Daring the bad times fol- 
lowing a crisis there is a trifle less unemployment 
than there would be if it were not so easy for 
people to return to Europe and if news did not 
so readily reach Europe that it was unwise for 
people to come here. But on the other hand this 
readiuess of response, owing to the cheapness of 
ocean transportation and to the readiness with 
which news travels, has an evil effect, in that it 
encourages the ready immigration of the so-called 
"birds of passage" who come to work tempo- 
rarily at whatever wages they can secure, who 
have no flxed stake in the country, and who in con- 
sequence are ready to seize their own immediate 
advantage even at the expense of those who are 
coming to make this country their permanent 
home. Moreover, cheap transportation for an- 
other reason is likely to have an evil effect since, 
as times improve, the ease with which the numbers 
of laborers increase tends to prevent a rise in 
wages and an improved condition of the wage- 
earning class that might otherwise be expected 
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dnring peiiode of prosperity. From these in- 
fluences we can readily see that the nximber of 
immigrants coming into the conntry, especially 
those of the type that do not make this coxmtry 
their permanent home, may have a profound 
effect upon our industrial situation. It may well 
be that under circnmstanceB that would make 
beneficial to the country the incoming of 500,000, 
the arrival of a million would become a serious 
detriment. This question of numbers itself, then, 
is a factor of prime importance. 

Personal Characteristics 

The type of civilization, industrial, social and 
political, is profoundly affected by the personal 
characteristics of its members. The inhabitants 
of every country naturally prefer their own ways 
of living, their own social and political institu- 
tions. Naturally progressive peoples welcome 
new ideas from other countries in order that they 
may choose whether or not to adopt these new 
ideas, but inasmuch as institutions are usually of 
slow growth and are adapted to the local environ- 
ment, it may well happen that an influx of people 
with new characteristics will so suddenly shift the 
character of public institutions that they will no 
longer be adapted to the former environment, so 
that the harm from the disturbance of settled 
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conditions will more than overbalance the benefit 
from new ideas and new institutions. 



Race Prejudice 

I have little sympathy with the race prejudice 
which often leads unthinking people to oppose 
bitterly the incoming of races differing materially 
in customs from themselves. Especially strong 
is the prejudice likely to be felt against races 
different in color. This, of course, is extremely 
natural, although the prejudice comes largely 
from narrow-mindedness and short-sightedness. 
From our normal self-appreciation, we assume 
that people and things like us must be good, those 
unlike us must be, not only different, but inferior. 
Anyone who has traveled widely and met different 
peoples knows that this characteristic is practi- 
cally universal. As the ill-informed Anglo-Saxon 
looks upon the Chinese, or the Japanese, or the 
Hindoo as his inferior in many ways, so likewise 
the Chinese, Japanese and — perhaps especially 
the Hindoo — looks down from his superior j>osi- 
tion upon the Anglo-Saxons as members of a race 
distinctly inferior to his own. In any study of 
populations or of race characteristics we should 
always bear in mind that peoples may differ 
widely with no reason for predicating either 
superiority or inferiority from this difference. 
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At the same time, whenever the study becomes 
political in its natnre, we must recognize this race 
prejudice as an element that must be dealt with, 
and as a fact that not merely cannot be ignored, 
but that may well become a factor of determining 
importance in matters of pohcy. Moreover, if 
these race characteristics are so strong that it 
becomes almost impossible for the two races so 
to assimilate that they are practically melted one 
into the other through intermarriage and the com- 
plete adoption of one another's customs, it be- 
comes at once an important problem whether it 
is wise to attempt to hold within the same political 
jurisdiction two races bound to remain separate 
in characteristics and ambitions; — this, entirely 
aside from any question of superiority or in- 
feriority. 

The Sources of European Immigration 

It will lead ns too far afield to take up in this 
discussion the question, of Oriental inomigration. 
It is, however, important that we note with some 
eare the sources of our European immigration, 
because since the early eighties there has been a 
marked change in the countries from which our 
immigrants have come. Until that date the large 
majority of our immigrants came from Northern 
and Western Europe — Great Britain and Ireland, , 
the Scandinavian countries and Germany. They 



jdbyGooglc 



8 QUESTIONS OF PUBLIC POLICY 

were of Tentonio origin, similar in many racial 
characteristics and to a considerable extent in lan- 
guage and in political institutions, to the Ameri- 
cans already here. Moreover, moat of those who 
came expected to cast in their fortunes with us 
by becoming i>erraanent residents tind citizens. 
During the year 1912, speaking in round num- 
bers, from all of the North and West of Europe 
together came only some 19 per cent of the total 
number of immigrants arriving. From Italy came 
substantially an equal number — 19 per cent. Prom 
Southern Russia and Finland, another 19 per 
cent, while from Austria-Hungary arrived sub- 
stantially 21 per cent. That is to say, adding 
these figures from Italy, Russia and Austria- 
Hungary to those coming from the smaller 
countries in Southwestern Europe and adjacent 
Asia, we have 68 per cent of all of our immigrants. 
The inhabitants of these last-named countries 
show far greater differences in personal charac- 
teristics, in language, in education, in political 
ideas, than do those from Northern and Western 
Europe, so that this change in the source of our 
immigration has given us an entirely new prob- 
lem. Our neighbor Canada recognizes this new 
problem in that, by means of a bounty of one 
pound sterhng per person paid to the agents sell- 
ing the tickets, those immigrants from Northern 
and Western Europe are encouraged to come to 
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Canada, to take up land, or become agricultural 
laborers, or domestic servants; while the incom- 
ing of aliens from Southern and Eastern Europe 
is discouraged. No provision is made for regular 
steamship lines to accommodate them, no bounty 
is offered and their coming is not effusively 
welcomed. 

Characteristics of Immigrants 

Economic productiveness of immigrants is 
often largely dependent upon skill in labor and 
upon ability to secure work in lines of industry to 
which they are accustomed. The Hebrews coming 
to this country have generally been city dwellers 
abroad. In this country likewise they enter 
largely the manufacturing industries and remain 
here as city dwellers. Other races, the Slavs 
from Austria-Hungary and Southern Russia and 
Poland, the Italians, North and South, come from 
agricultural districts, but, as they enter this 
country, in their search for immediate employ- 
ment with payment in cash, they naturally drift 
into manufacturing and mining industries, and 
in consequence settle and stay in the great indns- 
trial centers. This involves, doubtless, a great 
loss of initial human energy and has been the 
inciting occasion, if not the direct cause, of a 
reorganization of some of our industries which 
makes room for a larger proportion of unakiUed 
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labor, with an inereased nse of certain types of 
automatic machinery and an increased need of 
supervision; while the demtind for the skilled 
laborer, the adaptable mechanic, who can keep his 
own tool in order, and torn his hand to different 
tasks, is greatly lessened. 

Physical Condition 

With the exception of alien seamen, who enter 
the country largely illegally through desertion, 
and whose numbers after all are so small that 
they need no special consideration here, the 
physical condition of our immigrants, especially 
in these later days, has greatly improved because 
of the rigidity of our laws, and, especiaUy during 
the last few years, through increased care in 
inspection. Steamship companies are fined that 
bring to this country as inunigrants persons who 
are rejected because of loathsome or contagious 
diseases, criminality or insanity. But, out of a 
total immigration of nearly 850,000, there were 
only 205 cases of fine. From this entire number 
only 1748 were excluded on account of grave 
physical defects ; 297 from grave mental defects ; 
1094 on account of moral delinquencies of all 
kinds. Two thousand two hundred and eighty- 
eight were rejected because, for physical reasons, 
it was thought they could not earn their own 
living. 
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The penalty imposed upon the steamship com- 
panies of returning to their home coimtry free 
of charge those rejected at onr ports of entry, 
aside from the fine imposed in spedal cases, has 
made the steamship companies much more careful 
regarding the persons taken on hoard their ships 
in all important ports of embarkation. A careful 
examination for physical and mental defects is 
made, sometimes even by of&cial physicians of the 
United States, acting at the instance of the steam- 
ship companies, while fnll information regarding 
the physical requirements for admission to the 
United States is furnished throughout the sections 
of the country whence the immigrants come, in 
order to avoid, as far as possible, the loss of time 
and money that would be incurred in coming from 
their homes to the ports of emigration. In the 
early days, before this rigid inspection, the physi- 
cal characteristics of the immigrants were often 
very poor. The improvement is to be ascribed 
especially to the laws and their rigid enforcement. 
Even more care should be taken in this direction, 
for the loss and suffering through exclusion is 
often extremely great, while most pitiful cases of 
separation of f amihes are frequently found, some- 
times after months of effort spent in attempting 
to unite those separated. 

Far more difficult to detect than people who are 
physically defective are many of the mental 
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defectiveB. A case of incipient insanity often 
shows so few symptoms that it is not possible to 
reach a certain conclusion anless the case can be 
kept under observation for a considerable length 
of time. Although increased care, tmd in some of 
onr larger ports an increased nnmber of skilled 
inspectors supplied by the separate states, have 
been provided, the number of insane entering is 
still large enough to make an appreciable addition 
to the burden of taxation for their support, espe- 
cially in the state of New York. Beyond doubt, 
increased effort should be put forth to check this 
grave evil from immigration. 

Immorality emd Criminality 

Even more difficult to detect than insanity, of 
course, is immorality or criminaUty. The ques- 
tion of sexual immorality in one's home country 
is often closely related to weak-mindedness. In 
connection with immigration this element, to a 
considerable extent, disappears, inasmuch as the 
persons excluded would perhaps most easily be 
detected and excluded as weak-minded persons. 
Women entering the country for immoral pur- 
poses, although at times coming practically under 
compulsion or because they are deceived, are in 
the majority of cases persons of snfScient men- 
tality and ability coming of their own accord, 
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traveling in either first or second cabin, and in 
consequence, often not to be distinguished at all 
from their feUow passengers unless some way has 
been found to determine from outside their 
personal histories. 

The same statement can be made with perhaps 
even greater force regarding criminals of various 
classes. Our laws exclude only those who have 
been actually convicted, or who acknowledge that 
they have committed crimes involving moral tur- 
pitude. Frequently those who have committed 
crime but have escaped from justice abroad come 
to this country; but, unless extradition proceed- 
ings are instituted by their home country, they 
cannot be excluded, even though, in their own 
country they are subject to arrest, or even though, 
when not having been formally convicted, they are 
continually under police surveillance. Our laws 
should be strengthened in this regard. And what 
is perhaps of still greater importance, we ought 
to keep, in a few of the important cities of some 
European countries, detectives, as we do in con- 
nection with our customs service, who should 
know the sailing of well-known criminals or 
people given to immoral lives, and in this way, 
through notification of our immigration offidals, 
prevent their landing, if it is too late to prevent 
their sailing. Surely, if it is worth while to 
employ detectives to stop the illegal importation 
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of gems or laces, tobacco or intoxicants, we should 
be fully justified in employing the same means to 
prevent the far more dangerous and far more 
expensive importation of people of immoral or 
criminal lives. 

Home-Makers Preferred 

In a normally constituted society under civil- 
ized conditions the two sexes are found in sub- 
staotially equal numbers. Any disturbance of this 
normal ratio indicates an abnormal condition that 
is likely to have unfortunate social results, which 
in the long run may prove most unfortunate 
economic results as well. "With these facts in mind 
it needs no argument to convince one that, other 
things being equal, the immigrants who come with 
families are likely to be the ones who intend to 
cast in their lot with the Americans and whose 
characteristics of thrift and personal living are 
likely to be best for our country. Of course, there 
are numerous cases of heads of families coming 
first to prepare a home for wife and children who 
are to follow them, or of a young man coming to 
make bis begioning and then send afterward for 
his fiancee or members of his family to make his 
permanent home. But in cases like this the fol- 
lowing of the women and children in successive 
years would largely balance the effect of the post- 
ponement so that the immigration would event- 
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nally appear normal in its nature. As a matter 
of fact the immigrants coming over a series of 
years now show so large a preponderance of males 
' that it is evident that hundreds of thousands of 
men are coming with no intention of making 
America their permanent home; while the dis- 
crepancies in the numbers of the sexes in some 
nationalities are so great that it becomes perfectly 
evident that the immigration is a temporary one 
made with the intention of a return to the home 
country within a very few years. During the last 
year some 63 per cent of all the immigrants were 
males; and of the inamigrants between fourteen 
and forty-four years of age, 61.5 per cent were 
unmarried. The distinction between the races is 
most noteworthy. Of the English, some 55 per 
cent were males; of the Germans, 55 per cent; of 
the Hebrews, only 53 per cent; whereas, on the 
other hand, of the Croatians, 71 per cent ; of the 
South ItaUans, 69 per cent; of the Eussians 
proper, 86 per cent ; while of the Greeks as many 
as 90 per cent were male. From these figures 
alone we might expect, what has already been 
distinctly shown by observation and figures gath- 
ered in other ways, that from these latter named 
nationalities, large numbers of unmarried men 
have come simply to gather a small competence 
by any possible means within three or four years, 
with the intention of sending back their savings 
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to their home conntry for investment, and of 
eventaaUy returning to enjoy the fruits. 

The Age of the Immigrants 

Attention has often been called to the fact that 
the industrially productive period of the wage- 
earning clasB is to be found especially between 
the ages of fourteen and forty-five years j that 
the period when people are industrially a burden 
to the community is during the years of childhood 
and, in individual cases, late in life after the work- 
ing period is passed. With this thought in mind 
it may well be argued that a country benefits 
enormously when ImmigrantB enter above the age 
of fourteen so that they begin at once to create 
an economic surplus, and in consequence the 
conntry avoids the burden of the years of child- 
hood with the preliminary training. More than 
80 per cent of our immigrants are between the 
ages of fourteen and forty-four, so that if we 
reckon up these savings by the hundreds of thou- 
sands of our immigrants, and the hundreds not 
to say thousands of doUars saved on each, the 
saving would, of course, be enormous. 

On the other hand, to offset this saving we may 
note the relative deficiency in the economic train- 
ing of those coming unlettered and unskilled into 
a new environment and entering a new occupation, 
as compared with our own children, reared and 
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trained in the home environment, and, in most 
cases, prepared especially for the specific trade 
or occupation that they are to enter. Although 
they may have cost more at the beginning, their 
industrial efficiency from the beginning is likely 
to be so much greater and the possibilities of their 
development may be of so much greater scope 
that the economic loss of their training is donbt- 
less more than offset in many cases, if not in most. 
Another item of great importance also is the 
fact that perhaps one-third of our immigrants in 
the younger and moat productive period of their 
unskilled mechanical life do not keep their surplus 
savings for investment in this country, but send 
them continually to the country of their origin for 
immediate investment and use, with the intent 
soon themselves to engoy there the results of their 
industry. On the other hand, our own children, 
or the immigrants who come with the intention 
of making this country their permanent home, 
keep their savings here and invest them where the 
country gets the benefit not merely of their un- 
skilled labor, but also of their capital saved. The 
exported savings of immigrants run doubtless into 
the hundreds of millions, possibly $200,000,000, 
annually and may well be looked upon -as a sum 
that this country has paid the immigrant to come 
here and give for a few years his unskilled labor 
to the exploitation of our resources. 



jdbyGooglc 



18 QUESTIONS OF PUBLIC POLICY 

ChUd Bearing 

A characteristic of the inuuigrants that has a 
distinct economic as well as social effect is the 
fertility of the women of child-bearing age as 
compared with the American bom. This charac- 
teristic varies greatly among the different nation- 
alities. Possibly a more striking fact is that 
there oomes a marked change even in the second 
generation, the nmnber of births per woman often 
falling off a half, the second generation already 
having reached the rate of the native American 
of several generations. Of the immigrant nation- 
alities studied by the Immigration Commission, 
the most fertile women on the average were the 
Poles ; the Bohemians, Bassians and others being 
only slightly less prolific. Less fertile among the 
immigrants, and even leas so than the Americans, 
were the Scotch, followed by the English, French 
and the Norwegians. 

The large immigrant families tend, of course, 
to strengthen the racial characteristics, physical, 
mental and moral, of the race in question, the 
immigrant races of whom the largest nmnber of 
women enter exerting the greatest influence. 
Here again it may be noted that it is the races 
from Southern and Eastern Europe whose in- 
fluence, so far as the fertility of the individual 
women is concerned, is greatest. Those from 
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Northern and Western Europe thus exert the 
least influence. But in all races the prompt les- 
sening of the fertility of the women in the second 
generation greatly lessens what at first thonght 
would he a most marked and permanent influence. 
The cause of the change, of course, cannot be 
aeenrately known, but presumably the so-caUed 
moral restraints of Malthas, coming largely 
through the influence of improved economic con- 
ditions, and the consequent stimulated desire for 
markedly high standards of living, are the chief 
immediate causes. 

Effects on Increase of Population 

Time must not be taken to discuss in detail the 
mooted question of the effect of immigration in 
general upon the increase of population, or the 
effect of emigration upon the population of the 
country of origin. It should, however, not be 
forgotten that many of the very best authorities — 
probably the decided majority of the best authori- 
ties — are of the opinion that the population of the 
United States would have been equally great, and 
quite possibly greater, than it is now, had there 
been no immigration whatever during the last 
thirty years; and that, on the other hand, the 
population of some of the countries, from which 
hundreds of thousands or even millions of immi- 
grants have come, has not been lessened by that 
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emigration. The principle leading to this con- 
clusion is that the influence of economic condi- 
tions upon the birth rate is very marked and that 
the increase of the immigrant population has so 
obaoged the economic and social status of the 
native-bom Americans that the birth rate has 
lessened enough to more than offset the nmuber 
of arriving immigrants. The effect then has been, 
not an increase in population, but to a very note- 
worthy extent the substitution of the untrained 
and as yet unadapted races of Southern and 
Eastern Europe for what would have been a 
native-bom American population with American 
training, American characteristics and American 
adaptation to the environment. The controverted 
question is one that, of course, does not admit of 
absolute proof on either side; bat, as has been 
said, the weight of authority, even along statisti- 
cal lines, seems to favor the conclusion that our 
enormous immigration of the last thirty years has 
not increased the population of the United States 
but has merely brought about this substitution. 

Occupations 

Closely alHed with the question of the income 
of the immigrant, and its influence upon industrial 
conditions, is that of occupation. The earlier 
immigrants were largely skilled laborers or agri- 
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coltnralists, who either entered government laud 
and became farmers or purchased the farms of 
the thrifty, enterprising Americans of the East 
who went to the West and Northwest to take up 
goverument land and become the settlers on the 
frontier. During these later years, the propor- 
tion of unskilled laborers has decidedly increased, 
for the people, who, at home, have been peasants 
on their own farms, or have worked as farm 
laborers skilled according to the customs of their 
country, come to America and go at once into onr 
great mines and factories as unskiUed laborers. 
They are content to take the pay of workmen 
without training, and through their ignorance of 
the language and of industrial conditions they 
force our industries more and more to the type 
of those dependent upon untrained men who must 
work under supervision. This again is a char- 
acteristic that will be detrimental to our indus- 
tries until such time as these workmen acquire 
skill in their new industry. 

Illiteracy 

The ability to read and write the English lan- 
guage is not only the most important factor in the 
early work of the assimilation of our immigrants, 
but their inability to read and understand is 
one of the chief sources of inefficiency. Work- 
men not speaking the English language must be 
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provided with sub-bosses of their own nation- 
ality; orders and instructions cannot be given 
.directly but only at second-hand, with conseqnent 
loss of time and increased liability of misunder- 
standing. Inability to read printed instructions, 
to note signs placed about the shops, and to under- 
stand warning orders, is a constant source of 
accidents, resulting not only in suffering to the 
workmen, but in expense and financial loss. More- 
over, the added nervous and moral strain to em- 
ployers proves an important factor in economic 
production. Illiteracy then, as appUed to immi- 
grants, is a factor worth noting, and the different 
races and nationalities show marked differences 
in this regard. Speaking roundly, of the English 
immigrants of the present day, between the ages 
of fourteen and forty-four, less than one-half of 
one per cent are illiterate ; of the Germans com- 
ing, a scant 4 per cent; whereas, on the other 
hand, of the Hebrews, less than 18 per cent are 
ilHterate; of the Q-reeks, 21 per cent; of the 
Croatians, 25 per cent ; of the South Italians, 40 
per cent, and in some instances, the ratio runs 
still higher. Moreover, it should be noted as a 
coincidence whidi has an important bearing upon 
the question of the exclusion of the immigrants, 
that those races which show the highest percent- 
age of illiteracy are also those that furnish the 
largest number of the '*birds of passage," who 
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come here to dwell bnt a brief time till they can 
aoomnulate a competence to spend at home. An 
illiteracy test then applied to immigrants is not 
merely a sifting ont of the illiterate, it is also a 
check upon those who are coming to America, but 
not to cast in their lot with other Americans as 
fntnre citizens. 

Pauperism 

In the early days not only did many people of 
limited means come to America to retrieve their 
fortunes, bnt many countries found it advanta- 
geous to persuade paupers and other dependents 
to go to America. They even collected and 
shipped them without their consent in order to 
relieve themselves of the burden of their support. 
These paupers were sometimes dependent from ill 
health, or were women burdened with the care 
of children, or children under the age of self- 
support, or in many cases were the shiftless 
tramps, parasites upon the thrifty. Jn many 
instances it happened, especially in cold weather, 
that when a ship-load of immigrants arrived at 
a great port like New York, within a week a large 
proportion — often a large majority — of the immi- 
grants would be either in public institutions or 
otherwise receiving aid from private and pubhc 
sources. 

The new immigration laws and the increased 
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care in their enforcement have lessened this bor- 
den very materially. Now people who are paupers, 
or are dependent, or even those who from physi- 
cal reasons, or from other causes, are liable to 
become public charges, are excluded under the 
law. Last year 8152 intending immigrants were 
debarred because they were liable to become pub- 
lic charges. Fifty-one per cent of all rejections 
belonged to this class. Our law is perhaps ample 
in this regard. There should be still greater care 
taken, however, in its enforcement. 

Contract Labor 

In the early days of immigration when there 
was an abundance of free land and when there 
was always a scarcity of labor to develop the 
resources of the coimtry, it often seemed desir- 
able that intending immigrants should have an 
opportunity for a position provided for them 
before they left their home land, in order that no 
time would be lost before they might become pro- 
ductive factors in their new home. When, on the 
other hand, as seems to be the case now in the 
United States, the supply of labor in most impor- 
tant lines of industry is ordinarily so great that 
an added supply means a tendency towards les- 
sened wages and a lowering of the standard of 
living, the question assumes a new aspect. The 
demand for labor is then often merely an effort 
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on the part of employers to secure laborers at 
lessened wages, or to meet an emergency like that 
of a strike. Again, it may be that in times of 
strong demand immigration can enable an indus- 
try to expand without an increase of wages to 
snch an extent that when slack times come work- 
men wiU be thrown out of employment and les- 
sened wages with depressed standards of living 
will be the certain result. Onr Contract Labor 
Law is, therefore, fully jnatified under present 
circumstancee. The difficulty of enforcement, 
however, is extremely great. Probably few immi- 
grants at the present time have any formal con- 
tract or even any definite promise of a specific 
job at an agreed-upon rate of wages. Doubtless, 
in very many cases, probably in a large majority 
of cases, the immigrant is more or less indnced 
by suggestions sent indirectly through friends or 
labor agents. He learns that there are oppor- 
,tunities for work in specific establishments, that 
it is practically certain that a job can be foraid, 
and he discovers the usual rates of wages. Inas- 
much as no formal contract is made, it is ex- 
tremely difficult to detect such cases, important 
and detailed as is the law. In 1912, 1333 were 
debarred on this account. Doubtless the number 
would have been many times that, could the law 
have been enforced in its spirit as well as in the 
letter. 
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Standard of Living 

Probably the best test of the civilization of any 
conntry is the standard of living of the masses 
of the people. A high standard of living does not 
necessarily mean the expenditure of large sums 
of money, nor material luxuries, but it does mean 
a sufficient expenditure upon the satisfaction of 
the needs of the body so that good health and 
sufficient strength for hard and efficient labor 
can be maintained. And it includes further a 
surplus, both of money and of leisure, for some 
cultivation of the mind and some opportunity for 
that relaxation of the spirit which comes from 
personal and social recreation. It is extremely 
desirable that in any country a good standard be 
maintained. Qreat care should be taken that 
wages be not forced down through competition 
among laborers to so great an extent that only 
a bare livelihood with the sheer necessities can 
be secured by the wage-earners. Until late years 
at any rate, with the possible exception of some 
of the EngUsh Colonies Hke New Zealand, Aus- 
traUa, and Canada, the standard of hving of the 
working people of the United States has been the 
highest in the world. Wide reaches of cheap land 
accessible to any person, diligence and some little 
knowledge of farming, have insured for the farm- 
ers a high standard. In order to meet the corn- 
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petitive force of the agriculturist, the mines and 
the factories have heen compelled to pay wages 
that would insure a somewhat similar standard 
for the wage-earners in those occupations. So 
long as there was an abundance of public land 
open to the settler, and so long as the country was 
still opening up many new mines and building the 
great connecting railroads from sea to sea, there 
was a demand for labor that could not well be fully 
supplied. An added supply meant simply a more 
rapid development. As the country has become 
more thickly settled, however, the need for more 
labor is less insistent. Capital once fixed in a 
great manufacturing establishment requires a cer- 
tain amount of labor for its use, but that need for 
labor does not readily expand. In fact, with the 
progress of new inventions, there is always a 
tendency toward a lessened demand for labor. 

(a) What is the True Demand for Labor? 

It is often asserted that labor is scarce in many 
industries and that men cannot be found to meet 
the demand. It is doubtless true that in certain 
occupations, like farming for instance, during 
certain seasons when the demand is temporarily 
greatly increased, it is difficult to get laborers in 
sufficient number, even at increased wages. But 
often when we read of a scarcity of labor, the 
requirement is for men to take the place of others 
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who are dissatisfied with their positions and wish 
either higher wages, lessened hours, or better 
conditions of work. Under ordinary oircum- 
stances a real economic demand for labor would 
almost invariably mean a desire for more laborers 
than are at present engaged at wages and work- 
ing conditions at least equal to those now paid in 
the establishment, and usually, if the demand is 
said to be strong, at wages possibly somewhat 
increased. This insistence upon a proper defini- 
tion of a demand for labor is important in con- 
nection with the question of immigration. Donbt- 
lesB more immigrants can be used in almost any 
industry; bat when, as for example in the coal 
regions, it has been found that the average work- 
ing year for a miner includes only some two hun- 
dred days on the average, it may well be doubted 
whether we can speak of any proper demand for 
labor, even though thousands of immigrants are 
taken on by the mine operators. It wonld be far 
better for the country, if, instead of having a sup- 
ply of labor so large that wages can be held rela- 
tively low by keeping the working days few, the 
demand were so much increased that those now 
in the region could be given full-time employment 
and could even force something of an increase in 
wages. The standard of Hving might then be 
greatly improved at only a slight increase — if at 
any increase — in cost to the mine operators. 
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Whenever we hear of a demand for labor, the 
qnestion ought always to be carefully investigated 
before a judgment is reached. 

(&) Immigrant Colomea 

Many of onr immigrants natnrally settle at 
first in colonies either in the mral districts or 
in the cities, associating with one another, speak- 
ing their native language and maintaining their 
home customs and ideas. They thus delay acqui- 
sition of knowledge regarding American condi- 
tions, American social customs, American i>olitlcal 
principles, far longer than would otherwise be 
necessary and far longer than is desirable. Until 
these immigrant colonies are absorbed into the 
great mass of the population this segregation is 
often a distinct evil and one that works against 
the progress and success of American institutions. 
This in itself might even raise a question regard- 
ing the desirability of admitting immigrants in 
large numbers without some provision for keep- 
ing a check upon their distribution throughout the 
country and their methods of settlement. 

(c) Congestion 

The evil of overcrowding, especially in the for- 
eign quarters of our great cities, has often been 
a subject of discussion in the public press and 
among social workers. The investigations of the 
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Immigration Oonunission served to modify some- 
what the views earlier held on this subject. It is, 
of oonrse, tme that in some of the districts with 
high tenement houses on the East Side of Man- 
hattan, New York, there are found perhaps more 
people to the square acra than anywhere else in 
the world. On the other hand, the improved 
tenement house laws and the more rigid enforce- 
ment of these regalatious of late years have pre- 
vented some of the more serious evils. Very care- 
ful, detailed, statistical investigation shows that 
the overcrowding is less and the living conditions 
better in New York than in similar districts in 
Boston, Cleveland or Chicago, and that conditions 
worse than are to be foimd in any of these great 
cities are seen at times in some of the smaller 
mining and manufacturing centers, where the 
inspection and enforcement of law are much less 
thorough. It is in these places, and in the new 
construction camps on railroads and on public 
works especially, that we find the immigrants in 
large numbers living in bunk houses, and other 
lodging places, where at times the same bed is 
rented to two persons in the same twenty-four 
hours — one to occupy it by day and another by 
night. Here, too, we find large groups of from 
twenty to forty men living together in rude board- 
ing houses, often buying their own food and hav- 
ing it cooked, or boarding at cheap rates in the 
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families of other workmen. Among many of these 
immigrant races the wages of the head of the 
family are eked out by the wages of his wife and 
children who are also engaged in industry, or by 
boarders taken in by the women in snch numbers 
that the advantages of family life largely dis- 
appear and the so-called "home" becomes a mere 
place of gathering for food and lodging. This 
evil of congestion, especially among immigrants, 
is a real one that needs continnally to be guarded 
and kept in check. 

(d) Labor Competition 

The most careful observers are convinced that, 
in spite of the increased demand for labor of the 
last few years in the United States, this demand 
has been more than met by the immigrants from 
Europe since the steerage rates have been so low. 
The Immigration Commission Report shows that 
in many of the mining districts in Western Penn- 
sylvania the American laborers and the earlier 
immigrants have been practically driven out in 
large numbers and have gone on to the South 
and Westj into newer mining regions to which 
the immigrants have not yet come in so large 
numbers ; and where, in consequence, the rates of 
wages and working conditions are still better. In 
some of these regions in Western Pennsylvania, 
wages to-day are as much as forty cents a day 
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less on the average than in these newer regions 
to which the Americans and the earlier immi- 
grants have gone. 

Furthermore, some of the same official observ- 
ers who have made most oarefnl studies are con- 
vinced that the hard working conditions and the 
low wages in such manufacturing localities as 
Paterson, K. J., and Lawrence, Mass., are due 
chiefly to the influx of immigrants. Without dis- 
cussing in detail the questions of the great strikes 
among the alien population, the opinion is freely 
expressed by such observers that the low wages 
which may quite possibly justify a strike can 
hardly be raised when the employers are con- 
tinually 'receiving other working men, new arri- 
vals among the immigrants, who are eager for 
employment at wages still lower than those that 
previously prevailed. 

It has often been asserted that the newly 
arrived immigrant does only the unskilled labor j 
that his coming has simply forced the Americans 
up into higher positions of superintendence where 
they are paid better wages; and that, therefore, 
the competition is not injurious to the American 
workmen. It is, of course, tme that the in- 
thronging of ignorant, unskilled immigrants 
makes a demand for somewhat more superintend- 
ence than would otherwise be needed, but this 
demand is by no means snffident to furnish posi- 
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tions for all the Americans or earlier inuuigrants 
whose places are taken by the late arrivals. The 
large majority of these earlier workmen have 
either been forced ont of this employment and 
coinpelled to seek other occupations, or else have 
been compelled to work onder conditions and at 
wages that without the immigrants might well 
have been improved. There has also been enough 
of a race feeling, due in part to differences in 
language and appearance, in part to habits of 
living that are repulsive to Americans and earlier 
immigrants, to make the earlier workmen quit if 
the newly arrived immigrants are employed. In 
the opinion of practically all of the investigators 
of the Immigration Commission and of all the 
Commissioners themselves, as weU as in that of 
many outside observers who have carefully con- 
sidered the question, these conditions exist beyond 
a doubt. Not only have they tended strongly 
toward preventing an improvement in the stand- 
ard of living of the wage-earners in this country, 
but in many instances they have brought about 
a positive lowering of that standard, greatly to 
the detriment of our civilization. 

Assimilation 
This much, then, with reference to the character 
and influence of our recent inmoigration; there 
remains the one important problem : what can be 
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done to improve conditions T This question in- 
volves the difficulty of the assimilation of one 
people by another. Studies made hy Dr. Boas for 
the Lmnigration Conunission seem to show an 
unexpected and hitherto unknown degree of physi- 
cal change apparently brought about in the immi- 
grants by the new American environment. Care- 
ful measurements of some thousands of cases 
show that the children of Bussian Hebrews bom 
in this country, after the mother had been for a 
time in the American environment, had the shape 
of the skulls materially different, — somewhat 
longer and narrower than the skulls of the chil- 
dren of the same parentage bom in the European 
environment. On the other hand, the children of 
Sicilian mothers bom in America had skalls some- 
what shorter and broader than the usual long and 
narrow skulls of Sicilians bom of the same parent- 
age in Sicily. Professor Boas assigns no cause, 
but the numerous observations made seem to indi- 
cate distinctly a very marked influence upon the 
physique of immigrants in the new environment, 
shown not merely in the skulls, but in other ways. 
Without laying too strong emphasis upon a point 
not yet clearly established, it may at any rate be 
inferred that there is a certain tendency toward 
a physical assimilation of different nationalities 
In the same environment, aside from the question 
of intermarriage. And, indeed, so far as Buro- 
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pean peoples are concerned, intermarriage also 
exercises a powerful influence. 

There is further to he considered the question 
of social and political assimilation. It is gener- 
ally recognized that the American public schools 
exert a powerful influence not merely in teaching 
children English, but also in giving them the 
American habits and mental characteristics, as 
well as a knowledge of conditions and of the social 
customs that fit them for American citizenship. 
In all probability the public schools are the most 
powerful single influence toward the assimilation 
of the immigrants that we find in the United 
States. 

Again, the business and social intercourse of the 
immigrants with the Americans, in the places 
where the immigrant colonies do not exist, be- 
comes a most powerful influence within a genera- 
tion or two. However, aside from this uncon- 
scious assimilation through the influence of 
American institutions without any direct, serious 
effort towards assimilation, much can be done, 
and ought to be done eonseiously toward assisting 
the older immigrants to fit readily into American 
conditions. 

The first need of the immigrant is to be able to 
understand what is going on around him. In con- 
sequence, efforts are being made by many phil- 
anthropic societies, and at times also by our pub- 
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lie schools, to teach the adult Immigrant English, 
80 that he can deal directly with his fellows and 
understand instructions giyen him by his employ- 
ers. He can then put himself in touch with cur- 
rent events by reading newspapers and books. 

Of scarcely less importance in many ways is 
the teaching of personal hygiene. Many of the 
immigrants live in such surroundings that they 
are subject to disease — tuberculosis, typhoid, 
diphtheria, and other maladies — ^that can be 
guarded against effectively if people are properly 
trained, bnt that, without such training, result in 
a greatly increased death rate. 

A very considerable proportion of the immi- 
grants, especially all of the adalts who expect to 
make this country their permanent home, ought 
to be more than anxious to become American citi- 
zens. Efforts are being made in many ways to 
teach the principles of American citizenship to 
such immigrants, and especially to give them 
immediate assistance in securing their naturali- 
zation papers. Such efforts, of course, are to be 
encouraged in every way ,possible. 

Even more carefully to be considered is the fact 
that no other assimilative force is so great as that 
of personal sympathy. If Americans bom and 
trained will show to the newly arrived immigrant 
that he is a welcome addition to the community, 
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that they wish him to become a fellow citizen, 
and that they are willing to receive him into their 
varions serial institutions, more will be done to 
give him a feeling of loyalty to the country and 
a desire to become an active part of it than by any 
other single influence. This is an effort that 
should be made by citizens so far as it seems best 
to encourage the incoming of umuigrantB. 

Distribution 

Attention has been called heretofore to the evil 
of the congestion of immigrants in some parts of 
our great cities and industrial centers, and to the 
desirability of having the iounigrants distributed 
to the sections of the country where their services 
are most needed, and where, in many cases, 
they could take up the occupation of agricnltare 
to which they were accustomed in their home 
country. 

In the Bureau of Lmnigration there has been 
established a Division of Information intended 
to supply immigrants with facts regardiixg avail- 
able land at reasonable rates in order that those 
who wish to purchase farms may easily find suit- 
able ones. It also furnishes information regard- 
ing the demand for labor in certain sections of 
the country, with details as to the kind of labor, 
wages paid, etc. This division of the Bareau 



jdbyGooglc 



38 QUESTIONS OF PUBLIC POLICY 

works in harmony -with the Immigration Bureaus 
of the separate states, wliich endeavor to encour- 
age immigrants to come to their section of the 
country. 

It is a well-known fact that a large proportion 
of the immigrants come to this country at the 
suggestion of labor agents or of friends and rela- 
tives who are already here, and that their desti- 
nation in the country is determined in advance of 
their arrival. Consequently very little can be done 
at the port of arrival to determine their desti- 
nation. It is probable that far better results 
would be reached if efforts were made by the 
Division to furnish this information to immi- 
grants after they have been in the country a few 
months, long enough to have learned something 
of our language and institutions and have been 
able to accumulate also a small amount of money 
for investment. Efforts are now being made to 
furnish this information particularly to immi- 
grants of this type, with much better chances of 



As has already been intimated, the opinion of 
the large majority of the latest and most compe- 
tent investigators, on the question of immigration, 
is to the effect that the large numbers of immi- 
grants of the type of the unskilled laborer are a 
great danger to this country from the economic 
viewpoint. This is especially true of those who 
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are not intending to make this country their per- 
manent home, but are coming here to secure a 
small competence in a short time. This type of 
immigration is unquestionably exerting a power- 
ful influence toward lowering the standard of 
living of our wage-earners, a fact that cannot fail 
to be detrimental. In consequence, it is strongly 
urged that some method of restricting immigra- 
tion be adopted in the near future. The plan 
proposed in the last bill on this subject by Senator 
Dillingham of Vermont, is that no more immi- 
grants from any country be admitted in any year 
than 10 per cent of their total number in this 
country at the time of the last decennial census. 
A careful study of this plan shows that it would 
tend to exclude the people from those countries 
that are sending us the largest number of un- 
skilled laborers, and especially the men who come 
without their families and with no intention of 
making this their permanent home. This plan 
seems, on the whole, the best that has been pro- 
posed in order to exclude this class of imdesir- 
ables, at the same time admitting freely those 
immigrants from Northern and Western Europe 
who have come to cast in their lot with this 
country by becoming American citizens. 

Yet in considering the desirability of exclusion, 
we ou^t not to forget that those who do come 
should be cared for, both for the sake of our 
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oountry and of humanity. Efforts should be made 
to assist their distribution throughout the country 
in the best way. We should help them to better 
their own conditions and to become acquainted 
with American conditions through the teaching of 
English, of personal hygiene, of the principles of 
government, of the rights and responsibilitieB 
of citizens, and especially through our showing 
them a cordial spirit of human brotherhood. 
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THE ESSENTIAL AND THE UNESSENTIAL 
IN CUBBENCY LEGISLATION 

By a. Piatt Andbew 
Fonnei AMistant Seeiatary of tlw Tnuarj 

The improvement of our banking and currency 
system can never be a popular Issae. It is 
abstruse. We are only intermittently consolous 
of its necessity. It makes no appeal to the emo- 
tions. Whatever advocacy or support it may 
have must come not from the many, but from 
the few, not from the marching dubs and cheer- 
ing throngs which give color and excitement to 
political campaigns, but from the quiet thinking 
men who are moved by the dry white light of 
reason. 

Compleicity of the Problem 

Currency questions have always been baffingly 
intricate and difficult to grasp or resolve. They 
are in the field of economics what metaphysical 
questions are in the field of philosophy. They 
have to do with matters which underlie, and are 
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implicit in, all other economio qnestions. William 
James once said of metaphysics that it was only 
an nnusnally ohetinate effort to think clearly, and 
if that be true, those who discuss the enrrency 
ought, above all things, to be well grounded in 
metaphysics. Many years ago the English econo- 
mist, Jevons, remarked that a kind of intellectual 
vertigo seemed to attack most persons who 
devoted themselves to this subject, and the Scotch 
economist, Macleod, was accustomed to assert 
that more people had gone insane over it than 
over anything else except religion and love. How- 
ever that may be, it is certain that when the im- 
provement of our banking and currency law was 
last under discussion in Congress, there were as 
many different diagnoses of the situation, and as 
many suggested remedies, as there were students 
of the subject. Anyone who tried to follow the 
discussion, and form a clear conception of the 
issues involved and of the wrongs to be righted, 
was confronted with a whirling kaleidoscope 
through which at every moment new arrange- 
ments of facts were presented at new angles ac- 
cording to new theories and with new interpreta- 
tions. It is not strange if some of those who had 
to face such complexities went mad. We have 
here to do with a problem which requires an un- 
usually obstinate effort on the part of thoroughly 
balanced and well-trained minds. 
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Intermittency of Problem 

There is another reason why the achievement 
of a better banking. and currency system depends 
for support upon the more intelligent and better 
educated members of the community. "We only 
suffer intermittently from the weaknesses and 
deficiencies of the present banking system, and 
during the intervening periods it requires the 
exercise of memory and foresight to appreciate 
their momentous consequences. Ordinarily we 
are but vaguely aware of the role played by the 
banking and currency system in our daily life. 
We know, of course, that it ramifies all through 
agriculture, industry and trade, but we are no 
more conscious of its operation than we are of the 
beating of our hearts or of the circulation of our 
blood. Only when some unusual strain is pat 
upon it, and it fails to respond; or It ooUapses, 
and the whole business of the country withers and 
succumbs, is it brought home to us that the very 
existence of every kind of business and commerce 
depends upon the proper working of our banking 
and currency system, and that in this country the 
system is sadly in need of thorough and sdentific 
readjustment. Even after the most distressing 
crises have occurred, almost as soon as normal 
conditions are resumed, the recollection of the 
suffering that was entailed begins to weaken, the 
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general appreciation of the need for preventive 
and remedial arrangements lapses, and interest 
in the snbjeot on the part of most people wanes. 
Hope springs eternal that the disasters through 
which the country has just passed "will never 
occnr again, and hope, nndisappointed for a 
short period, begets belief. 

A Dispassionate Issue 

But, for still another reason, the currency 
question is apt never to become a popular issue. 
It appeals primarily to the intelligence and not at 
all to sympathies, or sentiments, or feelings of 
locality, party or class. One feels intensely about 
wrong conditions if responsibility for them, or 
their consequences, centers in a particular locality 
or upon a concrete individual or group of people. 
But when one has td do with conditions to which no 
personal responsibility can be attached, and the 
effects of which are not confined to any groups 
or classes or localities, bnt which influence people 
throughout the country in every kind of business 
or profession and in every branch of labor, one's 
feelings flag. One's sympathies with those af- 
fected become dilute. There is no one in particu- 
lar to be sorry for, or to envy, or to blame. And 
proposals for remedy or improvement, because 
of their very scope, are likely to lack warm popn- 
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lar support. Such enterprises, whatever their 
pith and moment, unless they have the active 
advocacy of men of trained intelligence, are snre 
to lose the name of action. 

Upon all of these accounts, because of the com- 
plexity of the problem, because of the inter- 
mittency of its appearance, and because of its 
essentially intellectual appeal, the country needs 
particularly the cooperation of university men in 
achieving its solution. 

Growing Agreement upon Essentials 

The outlook for currency legislation has never 
been as favorable as it is to-day. In the winter 
following the great panic of 1907, Congress and 
the country weltered in a chaos of conflicting 
opinions as to its causes and as to the appro- 
priate remedies. There was little time during 
the Congressional session for any fresh or thor- 
ough analyses of these matters. Representatives 
of the older communities harked back to the dis- 
cussions that had followed the panic of 1893, thir- 
teen or fourteen years before, and revamped 
proposals which were current then, some of which 
had been well enough adapted to meet conditions 
at that time, but few of which were pertinent or 
adequate for the situation in 1907. Representa- 
tives of the newer experimenting states (the most 
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conspicuous of which lacked earlier experience in 
these matters, having scarcely been settled hj 
white men at the time of the panic of 1893), with- 
out waiting for any careful diagnosis of the ills 
requiring remedy, proceeded to prescribe intui- 
tively oat of their inner consciousness remedies 
for ills which had never really existed. If perma- 
nent currency legislation had resulted directly 
from the discussions of the winter of 1907-08 it 
would have been a great misfortune for this 
country. We should have had laws framed either 
to remedy conditions of a generation before, which 
had for the most part ceased to exist, or laws 
framed to remedy evils which never had had any 
substantial existence outside of the minds of the 
legislators. It was far better to jack the system 
up with a temporary prop and then dig thor- 
oughly down to bed rock for the permanent 
foundations. This Congress did, and as a result 
the ground has now been cleared. Effects have 
been traced back to their causes. The essential 
has been sifted from the unessential, and out of 
the chaos of opinions and theories that prevmled 
five years ago a substantial agreement among 
competent authorities has been attained, first, as 
to what most needs remedying, and second, as to 
the general character of the remedies required. 
There remain, to be sure, sporadic advocates of 
remedies for evils that have never, or not for a 
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long time, existed, and to these we shall devote 
attention presently, but there seems to be little 
seriou3 disagreement as to what are the primary 
issues, and the important discussion of to-day 
tends rather to center around their details. 

This remarkable change is the result of five 
years' deliberate and dispassionate discussion by 
leaders of thought in all parts of the country, but 
in a large and important sense it was brought 
about by the wise, persistent and broad-minded 
impulse ^veu to the discussion by one man. 
Whatever name the final act may chance to bear, 
and whatever its details and terminology, if it 
embodies the essential provisions which the best 
thought of the country to-day has come to agree 
that such legislation requires, it will be largely 
due to the guidance and impetus given to the dis- 
cussion by Nelson W. Aldrich, former senator 
from Rhode Island. 

The Unessential Issues 

I have said that the defects and remedies about 
which discussion ranged during the months imme- 
diately following the panic of 1907 were by no 
means those to which the more deliberate and 
better instructed opinion of to-day attaches major 
importance. Many at that time were primarily 
concerned with the insecurity of bank deposits 
and the possibility of insuring depositors against 
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possible loss. Some were still inclined to attach 
importance to the risk to the monetary standard 
entailed by the contlniied retention in dxcnlation 
of the greenbacks. Many dwelt with exclusiTe 
emphasis npon the inflexibility of the banknote 
circulation and considered a reorganization of the 
system of note issne as the one necessary improve- 
ment in our banking arrangements. To-day, how- 
ever, there are not many who have given serious 
study to the subject who regard either the insur- 
ance of bank deposits, or the retirement of the 
greenbacks, or even the reorganization of the note 
issue, as the dominant desideratum of currency 
reform. 

The Deposit Guarantee 

The deposit guarantee idea has occasional advo- 
cates even in high places to-day, but they are few 
as compared with the legions who rallied around 
its standard four or five years ago. Its strange, 
eventful history teaches memorable lessons and 
even at the risk of taking yon over very famiUar 
ground I am going briefly to recall it to you. The 
idea was bom in Oklahoma in the very throes of 
the panic of 1907, after the shortest possible 
period of gestation. The panic, it will be remem- 
bered, began October 28, 1907, and it was not until 
three weeks later, on November 16, that Oklahoma 
became a state, and its first legislature began its 
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sessions. Nevertheless, the panic was not yet 
over, earrency was still at a pTeminm and clearing 
house certificates were still outstanding through- 
ont the country when the Oklahoma legislature 
passed its famous law. This first legislature of 
a new state had been in session only four weeks, 
when, on December 17, it adopted, with scarcely 
any debate, a law without any precedent in any 
other country, and with only one dimly remem- 
bered, unsuccessful precedent in the United 
States, a law which, notwithstanding, presented 
what was probably the most far-reaching and 
drastic experiment in banking legislation that had 
been made anywhere in the world for at least two 
generations. The only real precedent for it was 
the early safety fund system tried in New York 
State between 1829 and 1842, which had ended in a 
general banking collapse, and had been discarded 
sixty-five years before. The Old State Bank of 
Indiana with its thirteen branches mutually liable 
for each others' debts has sometimes also been 
cited as a precedent, but the comparison is 
not valid as the branches of the Indiana bank were 
branches of a central bank, and although they had 
separate capital and assets, they were not inde- 
pendent institutions, bnt were indissolnbly bound 
together under the joint responsibility and control 
of the officers of the parent bank. 
Yet, singularly enough (and this shows the pos- 
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sibilities of hasty le^slation even under repre- ' 
Bentative government) this nniqne and virtnally 
nnprecedented experiment of the newest state, 
although it had been adopted without deliberate 
or thorough discussion, and although it had not 
yet been tested, was promptly espoused by the 
legislatures of several neighboring states. Noth- 
ing, of course, could be more popular with con- 
stituents than the freedom which it ensured to 
them to "bank" with whatever institution offered 
the largest inducements, without having to worry 
about possible loss. It was almost as if the gov- 
ernment were to say "invest your money where 
you can get the highest dividends and in ease of 
failure we will oblige the more conservative, low- 
dividend payers to reimburse you." And so with 
variations of detail a "compulsory" deposit guar- 
antee was adopted in Nebraska and in Texas and 
a "voluntary" guarantee in Kansas and South 
Dakota, and the Democratic party in its national 
platform in 1908 advocated the establishment of 
a guarantee in compulsory form for the national 
banks. It may seem incredible that such an idea 
should have attained suoh momentum in so short 
a period, but the facts are that in the legislatures 
of several other states it was under discussion in 
1909 and that it would probably have been adopted 
in some of them had not the day of reckoning 
begun in Oklahoma on September 29 of that year. 
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Failure of the Guarantee in Oklahoma 

On that date the haok with the largest deposits 
in the state, the Colmuhia Bank and Trust Com- 
pany of Oklahoma City, closed its doors owing its 
customers almost $3,000,000. The poBsibilities of 
the guarantee law as a stimnlus to hot-honse 
methods of banking were well shown in this in- 
stance, for under its fostering security this bank 
had succeeded, during a single year preceding, in 
increasing its deposits from $365,000 to $2,901,000, 
or by more than 694 per cent. The possibilities 
of the law as a source of expense to sound banks 
were also shown in the losses charged to the 
guarantee fund on account of this and the 
other failures that followed it, which during the 
succeeding four years amounted to more than 
$2,000,000. In other words, during this brief 
period the solvent banks of the state were assessed 
and made to pay an amount equal to more than 
20 per cent of their capital, or an average of about 
5 per cent per year, in order to make good the 
debts of unsound institutions for whose mis- 
management they were not even remotely respon- 
sible. One solvent bank in particular has been 
cited as having been obliged to turn over no less 
than 34 per cent of its capital during these four 
years in order to reimburse the depositors of 
other institutions. In view of this situation it is 
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not surprising to leam from the secretary of the 
Oklahoma Banters' Association that 200 of the 
Oklahoma banks have not earned a dividend in 
the last three years. Nor need one be surprised to 
leam from the Comptroller of the Carrency that 
while during the years 1908-09 — the first of the 
Oklahoma experiment — eighty-two national banks 
in that state left the federal system to become 
state institutions, and secure the supposed bene- 
fits of the state bank guarantee, during the years 
1911-12 — after three or four years of distressing 
and costly experience with it — no less than eighty- 
eight state institutions reorganized under federal 
charters in order to escape its known hardships. 
This means of escape would probably have been 
stiU more extensively resorted to were it not for 
the fact that the majority of the Oklahoma state 
banks have not sufficient capital to meet the 
requirements of the federal law. 

With the collapse of the Oklahoma system the 
general agitation for the adoption of deposit guar^ 
autee legislation in other states and by the federal 
government aUo collapsed. The flood of political 
oratory in its behalf subsided as quickly as it had 
risen, and in 1912 even the political platform 
writers, whose word ranks only second in author- 
ity to Holy Writ and the Constitution, forgetting 
their 8o]emn demands of 1908, omitted all refer- 
ence to it from their sacro-sanct deliverances. 
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The only Temaimng supporters of snch legislation 
to-day are apparently its originators in the South- 
western states who not unnataraliy defend it. 

Fallacy of the Guarantee Idea 

Looked at iu the abstract such legislation never 
had any real reason for existence. It was an 
unwise and unjust "remedy" for an imaginary 
evil. It was unwise because of its inevitable ten- 
dency to lessen responsibility in bank manage- 
ment, its weakening of the incentives for prudence 
whether in fixing interest rates, in granting 
accommodation, iu declaring dividends or in 
building up a surplus, or in any of the other 
matters that enter into the conduct of a bank. 
It was unjust because it taxed well-managed 
institutions for the consequences of bad judg- 
ment, imprudence or dishonesty in the conduct 
of other institutions, for which they were in no 
way responsible, and which, however aware they 
might be of their existence, they had no means 
whatever to prevent. It was certainly unfair to 
stockholders in carefully managed banks to oblige 
them to protect persons who did not do business 
with them, but had preferred banks of less con- 
servative policy. But above all the deposit guar- 
antee legislation was uncalled for. The losses 
entailed upon depositors because of bank failures 
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are not of snfiScient proportions to demand so 
drastic a remedy. In the national banks daring 
the more than half century in which the federal 
system has existed, according to the Comptroller 
of the Currency, these losses have amounted on 
the average to only about Woo of 1 per cent of the 
aggregate deposits, and there is no evidence to 
show that the losses have been any greater in the 
state chartered institutions, except in those states 
in which the deposit guarantee has been operating. 
It is not altogether clear just what was aimed 
at by the deposit guarantee agitators, but in all 
likelihood the objects sought, in so far as they 
were reasonable and legitimate, could have been 
more easily and adequately and less dangerously 
attained by other means. If what was desired was 
to utilize the service and security of the govern- 
ment in handling the savings of people who are 
distrustful of banks, and so to reduce the hoarding 
of actual cash, this object has been far more satis- 
factorily attained by the establishment of the 
postal savings system and the issue of postal 
savings bonds in small denominations. If, how- 
ever, what was desired was to make it possible 
for a bank at its discretion to ensure its depositors 
against loss in case of insolvency, which would 
seem to have been the object in the states where 
the "voluntary" system was adopted, this could 
have been accomplished, as the decisions of the 
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supreme court liave shown, without further legis- 
lation through the agency of private insurance 
films. But if what was desired was to ensure to 
depositors in thoroughly solvent banks the imme- 
diate availability of their deposits at all times, 
this end would be best accomplished not by making 
the assets of such banks liable for the debts of 
insolvent institutions, but by adding to our pres- 
ent banking system such facilities as would ensure 
to solvent banks the possibility of always trans- 
lating their sound assets immediately and without 
limit into available funds. This we shall see is the 
fundamental desideratum of our currency system. 

The Retirement of the Greenhacks 

And now, by way of clearing the ground further 
of the unessential, let us turn abruptly to another 
quite different comer of the currency field. Let 
US consider for a moment an issue which twenty 
years ago was urgently pertinent, was in fact the 
very crux of so-called "currency reform," and 
which still persists as a live issue in the minds 
of some of the veteran "reformers" of those 
days, although the conditions which then gave it 
point have long since disappeared. We must 
pause to consider the retirement of the green- 
backs, not because the question is of itself of 
importance, but because it is most important to 
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diBtingaish clearly between the essential and the 
nnessential, and not to encnmher the attempt to 
secure constructive currency legislation with pro- 
posals which are not vital and which might arouse 
unnecessary friction. 

In the middle nineties, when it was estimated 
that the total gold stock of the entire country was 
only about 600 milUon dollars and less than 200 
millions of this was in the vaults of the treasury, 
the government's fiduciary currency, consisting 
of 346 miliions of greenbacks and 400 millions 
or more of overvalued silver, presented beyond 
question a serious menace to the country's mone- 
tary standard. It meant that the treasury had 
outstanding currency obligations payable in gold 
to the extent of three or four times its own gold 
holdings, and amounting to far more than all of 
the gold in the country, including the holdings of 
the treasury, the banks and the general public. 
At that time fluctuations in the trade balance of 
a single year sometimes almost equalled the 
treasury's gold holdings in amount, and it was 
quite conceivable, in fact not improbable, that a 
sudden unfavorable change in that balance might 
drain the treasury of all of its gold, and leave the 
country with a currency standard of depreciated 
silver or paper. This was the situation which 
continually menaced Mr. Cleveland's second ad- 
ministration, causing great financial anxiety and 
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forcing the treasury daring those years of peace 
and normal expenditures to borrow 262 million 
dollars in gold in order to replenish its continually 
dwindling reserve. Such a situation inevitably 
led the advocates of monetary legislation in the 
nineties to place £rst and foremost among their 
proposals the necessity of getting rid of the pre- 
carious greenback, and most of the plans pro- 
posed by bankers' associations, chambers of 
commerce and financial experts generally at that 
time emphasized the urgency of this measure. 

Why Retirement is not Important 

It sometimes happens that, with the lapse of 
time and with changed conditions, infirmities, long 
left untreated, cnre themselves, and so it has been 
with the one-time bothersome greenback. Twenty 
yeai^ ago, when the outstanding greenbacks 
amounted to twice the gold holdings of the treas- 
ury and to much more than half of the country's 
entire gold stock, there was abundant reason for 
anxiety on account of their continued circulation. 
The situation is utterly different to-day. Gold 
has accumulated in the treasury beyond the wild- 
est "dreams of avarice" of the nineties. From 
less than 200 millions in the middle nineties the 
treasury's gold holdings have grown to approxi- 
mately 1250 millions to-day, and the estimated 
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gold stock of the conntiy has increased from 600 
to more than 1800 millions, despite the fact that 
the Director ofthe Mint in 1907 reduced the esti- 
mate for gold in circnlation by 135 millions as 
compared with the basis of previons years. 

The greenback has thns become each year a 
relatively less important element in our currency 
system, an element of ever less and less potency 
for harm. Doubtless the absolute amount of out- 
standing greenbacks has diminished considerably 
through loss and deBtmction during fifty years, 
and is to-day far less than the $346,000,000 issued 
during the Civil War, which are still carried as 
an obligation on the government books. Yet 
taking the greenbacks at the full total of their 
original and unretired issue, they now fall short 
by 900 millions of the treasury's holdings of gold, 
while in 1894 and 1895 they exceeded those hold- 
ings by fully 200 millions. With such an accu- 
mulation of reserves it is incredible that the 
treasury should ever again experience the perils 
of the nineties on account of the greenbacks. 

The greenbacks are less menacing to-day for 
the further reason that they are being rapidly 
transformed into small denominations whiidi are 
absorbed in the general circulation, and which 
could only with great difficulty be collected In 
sufficiently large amounts to cause a serious drain 
upon the treasury through presentation for 
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redemption. Of the 489 milUons of silver certifi- 
cates at present in circniation all but about 5 per 
cent are now in denominations of one, two and 
five dollara, and of the 346 millions of reported 
greenbacks more than half are in similar denomi- 
nations. So great and continaons is the demand 
for notes of small denominations that one may 
safely predict that in another decade practically 
aU of the greenbacks still in existence will be in 
small denominations in the pockets of the people. 
The "endless chain" with its ineffectual bond 
issues, the inmiinence of specie suspension, and 
the fear of treasury bankruptcy will never again 
result from the outstanding greenbacks. Their 
dangers, lurid and nerve-racking though they 
were twenty years ago, are now only memories. 
They require no present remedy and demand no 
consideration in the currency legislation of 
to-day. 

Diminishing Importance of Bank Notes 

Few probably realize the change that has come 
over banking discussion during the last four 
years. Up to as recent a date as 1909, when any 
economist or banker of the Eastern states spoke 
of banking reform (especially as distinguished 
from monetary reform), it was reasonably safe to 
assume that what was primarily, and in all likeli- 
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hood exclusively, referred to, was some project 
for Teorganizing the methods of note issne. Such 
books as we had upon bankiiig (and there were 
some monumental works like the four-volnme 
"History of Banking," published in 1896 by the 
Journal of Commerce) dealt only with the history 
of note issne and the le^slation and practices con- 
nected with it. The plans for banking le^slation 
that were widely discussed, such as the plan of 
the American Bankers* Association adopted at 
their convention in Baltimore In 1894, and there- 
after known as "the Baltimore plan," or "the 
Carlisle plan," proposed in the same year by 
Cleveland's secretary of the treasury, or even the 
imposingly and energetically propagandized plan 
of the Indianapolis Monetary Commission of 1898, 
suggested no substantial changes in our banking 
laws beyond a revision of the arrangements for 
note issue. Individuals here and there tried to 
call attention to other defects and suggested 
means for their remedy, but they were only 
isolated voices crying in an xmresponding wilder- 
ness. The discussing public, whether of academic 
or "practical" or legislative affiliations, uncon- 
sciously continued to debate banking questions 
from virtually the same point of view, and in 
almost the same language as the English anthori- 
ties who debated banking reform in England dur- 
ing the decades before the passage of Peel's great 
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act of 1844. They could not seem to realize that 
banking had become vastly transformed during 
the last fifty years, and that while it was formerly 
true that a community's demands for credit were 
met in nine cases out of ten by the issue of notes, 
now such demands are met in nine cases out of 
ten by ledger balances, or what in ordinary lan- 
guage are miscalled "deposits." Not realizing 
this, they could not perceive that changed banking 
conditions had raised other problems and made 
other remedies requisite than those pertinent to 
banking a half century or so ago. 

Pres&nt Importance of Deposits 

It was not, in fact, until within the last three or 
four years, when the investigations and reports 
of the National Monetary Commission had dis- 
Beminated a fresh and thorough analysis of bank- 
ing as it is currently conducted, that discussion 
cut loose from the traditional lines upon which it 
had run for generations and took a new start. 
Then at last it began to be generally understood 
that in order to render our hanking system prop- 
erly effective, not only is legislation required 
which will make the issue and withdrawal of notes 
correspond more closely with the fluctuating 
needs of business, but perhaps even more urgently 
legislation is required which will render credit 



jdbyGooglc 



62 QUESTIONS OF PUBLIC POLICY 

more freely and closely responsive in the form of 
ledger balances or deposits, inasmnch as these 
bulk so much larger than note issues in the coun- 
try's credit machinery and in the conduct of busi- 
ness to-day. This was one great contribution of 
the National Monetary Commission. It estab- 
lished the idea that it is credit, not merely in the 
form of note circulation, but primarily in the form 
of deposits that must be made flexible and respon- 
sive. The Commission did not discover this fact. 
The situation had existed for decades and many 
individuals had recognized it, but they empha- 
sized it in their reports, and provided especially 
for it in their bill and focussed the general atten- 
tion upon it, as it had not been focussed before. 
And whereas hitherto there had been a few wbo 
understood it, now one may say that it has become 
almost axiomatic with the general pubUc, includ- 
ing apparently our representatives in Congress. 

The Real Trouble 

A physician would probably say that what pri- 
marily ails our currency system and causes panics 
and desperate stringencies is something akin to 
arteriosclerosis. The veins and arteries of credit, 
which in order to function properly ought to be 
elastic and contractile like rubber, are hard and 
brittle as glass. When subjected to nnnsual 
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strain they can yield but little and are very liable 
to rupture, and when once stretched they are apt 
to remain over-enlarged. 

Inflexibility of the Notes 

In the case of the notes the cause of this inflexi- 
bility is too well known to require specific state- 
ment. I am not one of those who nndervalne the 
vast service rendered to this country by the 
national bank notes. Their creation marked the 
greatest step forward made during the nineteenth 
century in this country's banking legislation. 
They brought order out of otter chaos in our bank 
currency and the assertion of Judge Alphonso 
Taft in a letter to Secretary Chase that "if the 
CSvil War resulted in nothing else than providing 
the country with a uniform currency it would not 
have been fought in vain," was not a very great 
exaggeration of the truth. They have been of uni- 
form value throughout the country and as secure 
as the government itself from the date of their 
institution to the present hour. This, however, 
does not alter the fact that the terms of their is- 
sue, which were influenced by the financial exigen- 
cies of the government during the war, do not 
allow the notes to respond in amoimt in the slight- 
est degree to the changing activity and needs of 
business. It would be incredible, if it were not 
true, that fifty years after the war these notes 
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should still be made to serve as an artificial 
market for govermuent bonds, when the cost to 
the country is the continual inability of the system 
to respond to crop-moving and other seasonal 
demands, and a continual risk of general business 
collapse. The temporary act of May 30, 1908, 
which relaxed the rigor of the law in moments of 
critical emergency by permitting additions to the 
currency to be based upon other security by pay- 
ment of a heavy and increasing tax, was do real 
solution of the situation. It contained no provi- 
sion to render the currency responBive to ordinary 
fluctuations in currency demand, and resort to its 
provisions in times of great stress might easily 
precipitate a panic if one did not already exist. It 
was only enacted for six years, and was only 
regarded by its sponsors as a temporary palliative 
pending the preparation of a permanent cure. 
One universally recognized essential then of a 
proper banking and currency plan is provision for 
a more flexible and responsive note issue. 

InflexibUity of Ledger Balances 

When we turn to credit in the form of ledger 
balances or "deposits" and enquire as to the 
causes of their inflexibility, the explanation also 
rests in quite familiar facta. There are two 
peculiar features of our banking system which 
are practically without counterpart in other 



jdbyGooglc 



CURRENCY LEGISLATION 65 

important countries, and which render ledger bal- 
ances or deposit credits in this country less flex- 
ible and responsive than such balances or credits 
are elsewhere. The first is the rigidity of our 
reserve laws, and the second is the lack of any 
bankers' bank or similiar institation, with ample 
resources and lending power, from which the 
banks can replenish their own reserves when 
necessary. 

Rigid Reserve Requirements 

Outside of the United States I know of only one 
other country in which the law requires a cash 
reserve to be held against deposits. That country 
is Holland, and the law applies to only one insti- 
tution, the Bank of the Netherlands, and that 
institution does not hold enough deposits to make 
it worth mentioning in this connection (less than 
$3,000,000). Our national banking law, however, 
and the banking laws of most of the states are 
unreasonably and unsoundly rigorous in this 
regard. Not only must stated proportions of all 
deposits be held by the banks in reserve, but these 
reserves, according to the law, can never under 
any drcurastanees be used. It is very much as if 
the government, having established naval and mil- 
itary reserve forces in times of peace, were to 
insist that these forces should not be used in time 
of war, in order to maintain them intact as 
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reserves. Whenever the cash held by a bank has 
fallen to the required minimum, the bank cannot 
legally continue to extend accommodation. It can- 
not issue more notes unless it has additional gOT- 
emment bonds to deposit for their security, and 
it cannot enlarge its ledger balances unless it has 
additional reserves. No matter what may be the 
stress of an emergency, or whether it is due to 
war, catastrophe, or unreasoning fear, there are 
no legal means for relaxing this requirement. 
And so, in moments of great sensitiveness and 
anxiety, legal spokes are apt to be suddenly thrust 
into the wheels of credit, and the whole machinery 
of business brought crunching to a standstill. A 
second essential then of any adequate currency 
plan is some provision which icill render the 
reserve requirements pliable and the reserves of 
possible use. 

Need of Bankers' Bank 

Our banks also have less flexibility in their 
power to lend ledger balances than the banks of 
practically all other countries for another reason, 
because of the lack of any permanent institution 
or institutions which can perform for them ser- 
vices similar to those which they perform for 
their customers. An individual bank makes the 
money of each and all of its customers flexible 
in amount, by rendering it of mutual service, and 
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available to those who most need it, when they 
most need it, and, in order that the money of indi- 
vidual banks may be -similarly flexible in amount, 
of mntual service to each other and available to 
those institutions which most need it, when they 
most need it, they require in their turn some 
agency which will do for them severally and 
jointly what they do for the general public. 

As this is the very crux of the whole currency 
problem, we must examine a little more closely 
what an individual bank is and does. A bank is 
(1) first of all an intermediary between borrowers 
and lenders. It collects the surplus money of 
those who do not intend to use it themselves and 
lends it to those who do. But (2) more than this, 
a bank, by pooling the active accounts of a com- 
munity, inasmuch as only a fraction of those 
accounts will be wanted at the same time, accu- 
mulates an additional reserve of lending power. 
And (3) this new lending power, which it has so 
to speak created, it can also place at the disposal 
of its customers, discounting their paper or bills 
receivable, giving them its better known credit for 
their own which is less known, and making funds 
immediately available for them in place of their 
own unmatured obligations. Now banks need for 
their own self-protection and for their mutual 
assistance, and above all, in order to serve the 
pnblic freely and effectively, some agency which 
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will perform identical functions ia relation to 
themselves. It does not matter what snch an 
agency may be called. It may be a discount 
bnreau, or a rediscount bureau, a national clear- 
ing honse, or a national or regional reserve asso- 
ciation. Out of deference to those great financial 
experts who write the banking clauses of political 
platforms and whose bans and edicts are blessed 
with sacerdotal infallibility, when such an insti- 
tution is proposed for this country, it must not be 
called a central bank. Such an institution is 
perhaps most plainly designated if it is called a 
"bankers' bank," but by whatever name it is 
referred to, the need of such an institution ia the 
fact of primary importance in the American 
banking situation. 

Functions of Bankers' Bank 

Just as an individual bank economizes and 
mobilizes and makes flexible in amount the fimds 
of individual members of a community so a 
bankers' bank mobilizes and economizes and 
makes flexible in amount the money of the banks. 
It collects money from institutions and localities 
when and where they do not need it, and lends it 
to others when and where they do. In like manner 
the active deposits of the varions banks, as they 
are not all wanted simultaneously, furnish the 
bankers' banks with a large surplus reserve of 
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lending power, which in turn is an invaluable 
source of flexibility to the individual banks. By 
its means they can, if need be, rediscount their 
commercial paper, exchange their unmatured 
assets for actual cash, and secure its still better 
known credit in place of their own. By its means 
their reserves can be replenished and their lend- 
ing power made responsive to the needs of their 
communities. A bankers' bank makes it possible 
for the money of the individual banks to do many 
times the work it would do if left in the separate 
institutions, and to do it far more effectively. It 
is the only ultimate safeguard, the only scientific 
deposit guarantee, the only sound basis of flexi- 
bility in any banking system. As some philoso- 
pher once said of Gk>d — if such an institution did 
not already exist, people would certainly have to 
invent one, and, as we have no such institution 
permanently and legally established in America 
to-day, the prime essential of any sufficient bank- 
ing plan is the equipment of our system in some 
way or other with the facilities of a bankers' bank. 
We have now touched upon the three funda- 
mental desiderata of our banking system. There 
are, of course, other defects which affect one or 
another kind of banking, but these are the crying 
needs of universal importance. We need a more 
flexible and responsive note issue. We need more 
flexible requirements for reserves. And we need 
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some kind of an organization or institution of the 
nature of a bankers' bank. Others may look at 
these needs from somewhat different angles and 
name them differently, but the majority of what 
might without too much presumption be called 
"authorities" would agree in substance. 

And now in bare outline, how should each of 
these needs be met? 

I. Remedies for the Note Issue 

1. In making the oote issue flexible there are 
at least three important questions to be decided. 
Upon what shall future issues of notes be based? 
Shall the bond-secured currency be retired! And 
by whom shall notes in the future be issued T 

It is generally admitted to-day, by all except 
possibly by self-interested dealers in bonds, that 
in the future additional issues of notes can only 
be made satisfactorily responsive to business 
needs if requirements as to the pledge of bonds, 
of whatever kind, as collateral, are done away 
with, and the amount and security of the notes 
are made contingent upon the usnal banking 
assets, cash and commercial paper. 

Shall the Bond Secured Currency be Retired? 

Whether the security of the amount of notes 
now outstanding should be changed, depends upon 
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whether the values of the United States bonds 
now so used can be otherwise taken care of. We 
have some 730 millions of 2 per cent bonds now 
marketable at par, ahnost all of which are used 
for this purpose and which would probably lose 
a quarter or a third of their value if the circula- 
tion privilege were removed without other com- 
pensation. Before changing their traditional per- 
quisites as collateral, in simple justice to their 
owners, arrangement should be made to refund 
these bonds into 3 per cent bonds in some such 
manner as the National Monetary Commission 
proposed. 

Objections to Government Issue 

One hears mmors from time to time that some 
member of Congress, and it is even hinted that a 
certain currency espert in the Cabinet, has sug- 
gested that the government hereafter be entrusted 
with the issue of all notes. We have already made 
two experiments in this country with government 
paper money, and certainly no one who is familiar 
with their lamentable history, or with the parallel 
experiences of most other governments with 
paper money, would advocate a renewal of such an 
experiment except under the stress of the direst 
extremities. Even if there were not the continual 
and precarious temptation to over -issue in order 
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to defray the expense of government under- 
takings, or in order to stimulate trade, which is 
likely to beset any government that is launched 
upon the boundless sea of greenbaddsm, the pro- 
posal would still be objectionable because no 
government is in a position to gauge the needs 
of legitimate trade or has any but arbitrary means 
for adjusting the issue of notes Hiereto. In this 
country we are already freighted as no other 
important country is with government notes, and 
they have left in their wake a trail of trouble. Of 
one thing therefore we may be certain. The issue 
of any additional notes, and above all an issue 
which is intended to be flexible in amount and 
responsive to business, ought not to be relegated 
to the cumbrous inexpert and ill-adapted instru- 
mentalities of the government. 

Objections to Asset Qurrency 

A few years ago when the sole watchword of 
currency reformers was "asset currency," it was 
often proposed to allow any of our thousands and 
thousands of note-issuing banks to issue notes 
upon the security of their general assets without 
special restrictions, except possibly the necessity 
of reserving a small proportional redemption 
fund. The notes, it was said, could not be over- 
issued if they were only issued in exchange for 
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commercial paper arising out of actual trans- 
actions. "Any amount of notes may be issued," 
wrote one distinguished expert whose name is 
ahnost a household word among currency theo- 
rists, "so long as the claims held by the banks are 
based upon actual and salable property." No 
greenback theory was ever more fallacious or 
more dangerous than this. It was a revival of 
the old fallacy of John Law, of the land banks, 
of the assignats, and of the directors of the Bank 
of England at the time of the Bullion Report. 
(It would have been well indeed if the currency 
reformers of a half dozen years ago had read and 
pondered over that last-named sterling docxunent 
of the year 1810.) For if our 7400 or more 
national banks were to issue notes with no other 
limitation than the requirement that they be 
issued only in exchange for paper arising out of 
the sale of goods, or paper secured by the pledge 
of goods or other property, there would be prac- 
tically no limit to the amount of notes that might 
be issued except the consequent bankruptcy of the 
country. The ensuing rise in prices and adverse 
balance of trade would instigate a demand for 
gold for export which might easily sweep every 
remnant of specie from the bank reserves. 

Most of the plans for "asset currency" to be 
issued by individual hanks that were widely 
exploited a few years ago were fraught with thia 
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most serious danger of extravagant inflation. If 
we are to have a currency based upon commercial 
paper and ordinary banking assets, which every- 
one is agreed that we require, then the determi- 
nation of its expansion and contraction must not 
be left without check or hindrance to seven thou- 
sand or more independent institutions. Its con- 
trol must be eutruBted in one way or another to 
the judgment of the most expert and the most 
disinterested board or committee that the country 
can provide, and this board can best gauge the 
credit requirements of the country or of its sec- 
tion of the country, if it controls the agency 
through which the banks rediscount their com- 
mercial paper, and it can best adjust the issue to 
these requirements if it can influence or control 
the general rate of discount in the country as do 
bankers' banks elsewhere. 

Note Issues in Other Cotmtries 

It is worth noting in this regard that judged by 
their practice other leading countries do not 
regard the issue of paper currency as a proper 
function either of the government or of ordinary 
individual banks. In England and France and 
in Germany, with a slight exception which has 
an historical origin, the government issues no 
paper currency whatever; and in these same coQn> 
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tries, and in many others which might be men- 
tioned (for instance, Italy, Switzerland, Sweden 
and Japan), during the last half century or so, 
the privilege of note issue has been taken out of 
the hands of individual banks, in which it was 
formerly located, and entrusted to a bankers' 
bank. 

Answering then the questions regarding bank 
notes which we posed a moment ago, I should say 
that future issues of notes ought to be freed from 
the requirement of bond collateral, that the bond 
security of the present issue should however only 
be abandoned when the 2 per cent bonds have been 
refunded into 3 per cents, and that future issues 
of notes ought certainly not to be made by the 
government, nor by the individual banks, but can 
be most soundly and scientificaUy issued by some 
superior hanking agency which can gauge and 
regulate their amount through the process of 
rediscount and the control of the discount rate. 

n. Remedies for Rigid Reserve Requirements 

2. As to ways and means for making the 
reserve requirements more flexible there has been 
curiously little discussion. It has usually been 
regarded as necessary for the law in this country 
to prescribe more specific standards for bank 
reserves and for bank administration generally 
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than are required elsewhere, for the reason that 
we have so vastly greater a number of inde- 
pendent institutions. It is not perhaps realized 
that we have more than a hundred times as many 
separate incorporated banks as there are in all 
Great Britain, and more than fifty times as many 
as there are in Getmany. Mutual comparison and 
supervision are, therefore, much less possible 
here, and the opportunities for lax or inefficient 
management are correspondingly increased. On 
these accounts there is every reason for reluct- 
ance to take any step which would seem to remove 
the reserve regulations and give the banks a free- 
dom that some of them might abuse. Yet every- 
one recognizes that the law is hopelessly inept in 
consigning bank reserves to eternal idleness and 
unavailability. Here is the dilemma — ^to make 
the reserves usable and still to require their 
maintenance. It has sometimes been suggested 
that the law might allow the banks to use their 
normally required reserve upon payment of a tax 
or fine proportioned either to the extent of the 
reserve deficiency or its duration, but this pro- 
posal, though sound in theory, would be difficult 
of enforcement in practice because of our more 
than 7400 separate national institutions. 

I know of no more satisfactory solution of this 
difficult problem of making the reserve require- 
ments pliant, without seriously relinquishing them. 
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than that snggested by the National Monetary 
Commission which proposed to leave substantially 
intact the present reserve requirements for 
national bankB, bnt to permit the banke to 
* ' connt ' ' as reserve their balances with a ' ' reserve 
association," which was the Commission's name 
for a bankers' bank. This would make it still 
obligatory for every bank to keep at all times 
uninvested and available the same proportion of 
deposits as is required at present, but it would 
also make it possible, when occasion demanded, 
for it to increase its reserves by transferring 
some of its commercial paper to the reserve asso- 
ciation, and receiving in exchange therefor, up«n 
payment of the discount rate, an increased bal- 
ance upon the reserve association's books. Some 
such arrangement is already open to the banks of 
every other country to-day and it makes their 
reserves indefinitely more flexible and responsive 
than ours. Banks are thus enabled at any time 
within reasonable limits to transform any solvent 
assets into available reserve funds. 

in. Our Paramount Need — a Bankers' Bank 

3. This brings us back again to the same in- 
evitable point toward which all roads of currency 
discussion converge, to the necessity of establish- 
ing in this country an institution of the nature of 
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a bankers' bank. From whatever direction we 
survey the subject this impreaaive fact loomB over 
and dominates the field. 

If you review our economic history for the last 
sixty years you will find busiuess in this country 
ever groping, often blindly but sometimes ahnost 
with frenzy, toward this goal. In every period of 
unusual strain, when our banking and currency 
system has been on the verge of rupture, if not 
actually collapsed, you will find a great variety 
of temporary bankers' banks being hastily im- 
provised in all of our large cities and even in 
many of the smaller towns to perform tardily, 
locally, ineffectively and generally illegally the 
functions which ought to be promptly and effect- 
ively executed by pennanently and legally 
established national institutions. You will find 
committees of the established clearing house asso- 
ciation, and, where such institutions have not 
already existed, of associations of bankers organ- 
ized overnight, pooling part of the reserves of 
the banks so that they will be available for each 
other, making loans on collateral, rediscounting 
commercial paper, issuing currency and ledger 
balances therefor, and performing every function 
appropriate to a bankers' bank. 

But you will also find, unfortunately, that these 
ingeniously contrived makeshifts have seldom 
been able to get under way in time to forestall 
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prostration. The bankiiig and cnrreucy system 
has usually already brofeen down ; and the banks 
in general have already suspended payment ; and 
all that the temporary bankers' banks have been 
able to accomplish was the slow rehabilitation of 
the great structure of credit, which, if our bank- 
ing system had been scientifically constructed, 
would never have collapsed. 

Unfortunately, too, these temporary banters' 
banks, having been organized without any legal 
status, have been obliged to esercise powers not 
only which they were not authorized by law to 
exercise, but from the exercise of which they were 
distinctly prohibited by the law. It has only 
been through the tolerance of broad-minded 
comptrollers of the currency and state bank 
supervisors, who, in recognition of the great 
extreniities, have practically suspended the exe- 
cution of the law, that these temporary bankers' 
banks, acting like Bed Cross agencies of relief 
in overwhelming emergencies, have been allowed 
to proceed without hindrance. The participating 
banks in most cases, however, have made them- 
selves liable to injunction, withdrawal of charter, 
receivership and prosecution. 

But most important and unfortunate of all, 
with all of the ingenuity and energy with which 
American business is endowed, it has never been 
possible, even in the most desperate panics 
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through which we have passed, to organize a 
temporary bankers' bank covering more than a 
single locality. No one seems ever to have even 
attempted to organize snch a temporary bankers' 
bank opon a national, or even a sectional or 
"regional" scale. No means have ever been pro- 
vided, or probably ever could have been tempora- 
rily provided, for making the reserves of different 
cities available for each other. Yet the most 
serious feature of every American financial panic 
has been the jealous and disgraceful struggle of 
different localities to fortify themselves at the 
expense of each other, the sauve qui pent, which 
in periods of strain, or anticipated strain, has led 
the banks of each town and city to build up their 
reserves at the expense of their neighbors, and 
has led each region to protect itself at the expense 
of other regions. It is this internecine slaughter 
which more than anything else has caused from 
time to time the complete stoppage of domestic 
exchange and the general suspension of payments 
throughout the country, and this is the aspect of 
the situation which more than any other requires 
remedy. 

Our temporary, illegal, local improvisations of 
bankers' banks have proved insufficient because 
they were temporary, illegal and local. History 
as well as science, practice as well as theory, all 
agree in this. They agree also as to what this 
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conntry needs. Shall tlie hand of some trnknowii 
and not over-inBtmcted politician that on a hot 
June night hastily penned a clause in a political 
platform prevent our achieving itT Let us believe 
enough in the ultimate power of truth to hope not. 
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THE VALUE OF THE PANAMA CANAL TO 
THIS OOXJNTBY 

By Emoby R. Johnson 

ProfeMor of Trausportation aJid Oommerea, UuiToni^ ot 

FflODsylTADia, and Special CommiBaioiier on 

Panama Oanal Traffic and Tolls 

In 1908, after the work of construction was well 
advanced, it was estimated that the Panama Canal 
would cost $375,000,000. Thus far, in spite of the 
increase in the amonnt of the material to be moved 
as a result of the slides and breaks in the banks, 
the expenses have kept within the estimate. It 
is probable, however, that the ultimate cost of the 
canal will not be less than $400,000,000. Ton have 
asked me to state what will be the value of the 
canal to the people of the United States — ^what 
benefits will be derived by the general tax payers 
who will have invested $400,000,000 in the water- 
way between the two oceans! 

Every individual's estimate of the value of the 
canal is determined by his particular point of 
view. It is frequently asserted that the canal is 
a commercial convenience and a military necessity 
for the people of the United States. This is the 
view of the naval expert and of the statesmen and 
publicists who place special emphasis upon the 
necessity of increasing the military and naval 
power of the United States. The business man 
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and the publie as a whole would place the com- 
mercial value of the canal ahead of the military 
services it will render. To the ordinary man it 
seems, and correctly so, that the people of the 
United States have constructed the Panama Canal 
to assist in the development of the industries and 
trade of the United States and to be of service 
to the commerce of the world as a whole. 

It is, however, not to be denied that the military 
importance of the canal bad much to do with the 
decision of the United States government to 
nndertake the work. The long trip which the 
Oregon was obliged to make at the opening of the 
Spanish- American War, and the anxiety that was 
felt by the entire country for the safety of the 
vessel while it was making the circuit of South 
America hj way of the Straits of Magellan, 
brought home to the American people, as they 
had not before realized, the complete separation 
of the Atlantic and Pacific squadrons of the 
American navy. The canal will be a most valu- 
able and a most welcome naval asset. 

By reducing the length of the all-sea route 
between our two seaboards from thirteen thou- 
sand to five thousand miles, the canal will increase 
the mobility of our Pacific and Atlantic naval 
fleets; it will enable each to support the other. 
However, it is not merely the shortening of the 
distance between the two seaboards that makes 
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the canal of value to the navy. The erection of 
strong fortifications at the Atlantic and Pacific 
termini, and the establishment of coaling stations, 
docks and machine shops at the canal, will make 
the Canal Zone a strong military outpost and a 
naval base of great strategic importance. From 
this secnre and well-equipped naval base at the 
Isthmus, squadrons of our fleets may go forth to 
strike the fleets of an enemy, and to this base our 
squadrons may return, confident of protection 
from attack and certain of securing coal, sup- 
plies and other necessary repairs. The canal will, 
thus, be the center of the naval operations of our 
Atlantic and Pacific fleets. 

So long as the strength of nations rests upon 
a military basis, the United States will doubtless 
desire to maintain strong fortifications and a 
secure naval base at the sole gateway between 
the Atlantic and Pacific. It does not soimd peace- 
ful to speak of the canal as the American Gib- 
raltar, but it is being made such by the United 
States. This, moreover, is being done without 
violation of the Hay-Pauncefote Treaty. When 
the first draft of that convention was sent to the 
Senate, the fortification of the canal was pro- 
hibited, and a promise was made by the United 
States to Great Britain that treaties neutralizing 
the canal would be entered into with other nations. 
The Senate amended the first draft of the Hay- 
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Pauneefote Treaty by taking these two provisions 
out of the proposed convention, and the present 
treaty contains no reference to fortifications. The 
Hay-Pauncefote Treaty stipulates that "the canal 
shall be free and open to the vessels of commerce 
and of war of all nations," the United States 
being the sole guarantor of the nse of the canal 
by the vessels of all nations on terms of entire 
equality; but as the treaty does not mention 
fortifications, the United States is free to take 
full advantage of the canal as a military asset; 
and the United States, acting upon the recom- 
mendation of President Taft, who had previously 
been Secretary of "War, is proceeding with the 
erection of fortifications and the construction of 
coaling stations, docks and repair shops at the 
Isthmus. 

The thought that was uppermost in the minds 
of the people of the United States when they 
decided to construct the canal was the necessity 
of shortening the water route between our two 
seaboards ; and, thus, to reduce the costs of trans- 
portation between the eastern and western sec- 
tions of our country — a country of continental 
proportions. Most of the freight now handled 
between the section east of the Alleghenies and 
the section of the country within a thousand miles 
of the Pacific moves by all-rail routes or via the 
Gulf ports by combined rail and water routes. 
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A rapidly increasing and comparatively large 
tonnage is now shipped by way of the Isthmus 
of Tehanntepee; and in addition to this there is 
as much tonnage handled via Panama as the 
present transportation facilities, limited by the 
use of the Panama Eailroad for canal constmc- 
tion purposes, will permit. The circuitous Magel- 
lan route, formerly of great importance, is also 
still used to some extent. 

The opening of the canal will reduce the costs 
of transportation between the two seaboards fully 
one-third, and the ability to send traffic through 
from coast to coast without a double handling 
en route will reduce the present losses due to 
damage of goods, and will eliminate the losses 
which the shippers and consignees often suffer, 
under present conditions, because of the irregu- 
larity and uncertainty of the arrival of goods at 
destination. The effect of the canal upon the 
costs of transportation between the two sea- 
boards may be illustrated by reference to the 
service of the American-Hawaiian Steamship 
Company, which pays one-third of the through 
rate between the coasts, or an average of about 
$3.50 per ton of 2000 pounds, to the Mexican 
National Railway for transferring traffic across 
the Isthmus of Tebauntepec, that is, for takiug 
goods out of the ship in one ocean and loading 
them into the ship in the other ocean. 
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The average cost of transferring cargo across 
Panama, including nnloading and loading charges 
at the termini, is not less that $3 per ton. These 
transfer charges of $3 to $3.50 per ton of 2000 
pounds will be fully five times the tolls which 
President Taf t has fixed for the use of the Panama 
Canal — ^the tolls having been made $1.20 per net 
vessel ton. The tolls are based upon the vessel's 
tonnage; not upon the cargo carried. A vessel 
ton is 100 cubic feet of space while a cargo ton is 
either 2000 pounds (usually 2240 pounds in ocean 
commerce), or 40 cubic feet of space. Vessels can 
carry between two and three tons of cargo for 
each net ton and in actual service vessels average 
nearly two tons of freight per net ton. Thus, the 
tolls of $1.20 per net ton fixed by President Taft 
will amount to about sixty cents per ton of freight, 
or one-fifth the present average cost of getting 
goods across Tehauntepec or Panama. 

Cheaper transportation means more transpor- 
tation. The Panama Canal will permit the move- 
ment of a large tonnage of heavy commodities 
such as lumber, ore and coal, which, nnder present 
conditions, can be shipped only in relatively small 
quantities between the two seaboards. They will 
not bear the expense of a double handling en 
route. By bringing into the channels of commerce 
the basic materials of industry produced in large 
quantities in the southern and western sections 
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of the United States, the canal will enable pro- 
duction to expand, and will hiing about the 
employment of more labor. 

At least this will happen if the decrease in 
rates between the two seaboards corresponds at 
all closely with the reduction in the costs of trans- 
portation. Unfortunately, the rates charged by 
the coastwise carriers will not necessarily be low- 
ered as much as the costs of transportation will 
be reduced. If freight rates were controlled by 
competition, they would necessarily approximate 
the cost of the service, but it is a well-known fact 
that competition among established steamship 
lines as well as among parallel railroads is effec- 
tively regulated by interline agreements, usually 
informal but none the less effective. The coast- 
wise steamship companies, as well as those 
engaged in international trade, are members of 
"conferences," and there is every reason to 
expect that the coastwise lines connecting the two 
seaboards of the United States will, after the 
opening of the canal, adjust their rates through 
the "conferences" of which the lines will be 
members. The charges between the two sea- 
boards will be the same by the several steamship 
companies, and the rates on the freight handled 
by these lines, which will constitute the major 
share of the entire traffic, will be more nearly 
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what the traffic will bear, than what the costs of 
the service might compel the carriers to charge. 

The big shippers and producers who sell or buy 
fnll vessel cargoes will not need to depend upon 
the steamship lines for transportation. The 
shippers of Imuber, coal, ore and grain can, if 
they choose, use vessels which they own or charter 
and their transportation costs will be determined 
by the expense of operating vessels which they 
own or by the charter rates which they have to 
pay. Charter rates will be competitive; but the 
exceptionally large shippers, who use vessels 
which they own or charter, will be comparatively 
few in number, and their shipments will probably 
constitute less than one-fifth of the total tonnage 
handled between the two seaboards. At least 
this is the situation at the present time, and it 
is probable that the opening of the canal will not 
decrease the share of the total traffic handled by 
the regular steamship lines. 

It is probable that the people of the United 
States will be disappointed as regards the effect 
of the Panama Canal upon the rates of the trans- 
continental railroads. It is not generally realized 
that only a small share of the total traffic of the 
transcontinental railroads originates and termi- 
nates in the sections east of the Allegheny Moun- 
tains and in the Pacific seaboard states. At the 
present time, about one-fifth of the railroad traffic 
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that is carried through to the Pacific seaboard ter- 
minals originates east of the Buffalo-Pittsburg 
district. Nearly all of this traffic might be carried 
by water as well as by rail, but it is probably safe 
to assume that not more than one-half of the busi- 
ness now handled by rail between the Eastern and 
Western sections will actnally be shipped by 
water. Many shippers will prefer the raU ser- 
vice even though the rates are appre<aably higher 
than those charged by the carriers by water. 

The transcontinental railroads and the coast- 
wise steamship lines will be rivals, but it is not 
at all certain that the railroads will make serious 
reductions in rates in order to hold traffic against 
the water carriers. The railroads cannot cut 
their rates merely upon that small portion of. 
their through traffic which they wiU or may lose 
to the water lines; because their through and 
intermediate tariffs are closely interdependent. 
A reduction in the through rates will necessarily 
affect, to a greater or less degree, their general 
schedule of charges. Such being the situation, the 
railroads will find it more profitable to maintain 
their general schedule of rates at the present level, 
though they may thereby lose some tonnage that 
might otherwise be secured. 

If the railroads do maintain their rates on a 
stable basis at approximately the present level, 
what will the steamship lines dot Doubtless they 



jdbyGooglc 



VALUE OF THE PANAMA CANAL 91 

will do what the line operating by the iBthmns 
of Tehauntepee now does, that is, they will adjust 
the charges coastwise with reference to the stable 
schedule of railroad tariffs. The steamship Unes, 
acting through their "conferences," will effect- 
ively restrict their competition with each other, 
and will fix and maintain their rates at such dif- 
ferentials under the railroad tariffs as experience 
shows to be necessary in order to enable the 
steamship lines to secure the tonnage needed to 
flU their vessels. Li general, the coastwise rates 
wiU be such as shippers can and will pay for trans- 
portation by water instead of by rail. 

It is not to be inferred from this analysis, how- 
ever, that the canal will be without effect upon the 
coast-to-coast rates by rail and water lines. 
While the cost of service will not be the primary 
factor controlling rates, it will not be without 
influence. Moreover, the larger volume of traffic, 
and the certain increase in the number of steam- 
ship lines, will tend to reduce the general level 
of rates by water; nor can competition be elimi- 
nated, although it may be effectively regulated. 
Another force that cannot be eliminated is public 
sentiment. The business organizations of the 
country, the newspapers, and the laws against 
trusts and monopolies will do something to limit 
the monopoly which the coastwise lines will tend 
to establish ; but as I have said elsewhere : 
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"Competition alone will not insure cheap trans- 
portation via the Panama Canal. The benefits to 
■which the public as a whole are entitled will not be 
Becnred merely by opening the canal, and by 
designating what carriers may and may not use 
the waterway. It will be found necessary to 
apply to the regulation of the service and rates 
of the regular coastwise lines the principles that 
have been effectively applied to the railroads. A 
public demand for the regulation of coastwise 
carriers is one of the results that will follow from 
the opening of the Panama Canal." 

The value of the canal to the people of the 
United States and to the world, is usually meas- 
ured by the tonnage of shipping that will probably 
make use of the waterway. This is a useful 
measure of the commercial value of the canal; 
because the tomiage of traf&e that would use a 
canal, were it now in existence, can be determined 
without seriouB difficulty. Moreover, by studying 
the rate at which the commerce of the world and 
of particular sections of the world is increasing, 
and by noting the growth that takes place year 
by year and decade by decade in the volume of 
shipping passing through the Suez Canal, the 
probable rate of increase in the Panama Canal 
tonnage can be predicted. 

The history of the Suez Canal is especially 
interesting. That great inter-oceanic highway has 
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now been in operation forty-four years. Its ton- 
nage has increased with snrprising rapidity, there 
having been a growth of 72 per cent during the 
past ten years. Last year 5373 ships with a net 
tonnage of 20,275,000 tons made the transit 
through the Suez waterway. 

The first investigation by the United States of 
the^ available traffic of the Panama Canal was 
made in 1900 and it was found that had the canal 
been open in 1899 it would have been used by 
shipping aggregating 5,000,000 net tons. The 
second investigation by the United States of the 
available canal traffic, which was made in 1912, 
showed that had the canal been available in 1910 
it would have been used by eight and one-third 
million net tons of shipping. On the basis of 
these and other facts, it is estimated that the ships 
passing through the canal during the first year 
or two of its operation, that is, in 1915 and 1916, 
will amoont to abont 10,500,000 net tons per 
annum. The increase during the first ten years 
will probably bring the traffic up to 17,000,000 
net vessel tons in 1925. 

These figures indicate that the Panama Canal 
will, at the bepnning, have less than half the 
traffic which the Suez waterway will be serving 
in 1915; and, while it is probable that the Suez 
tonnage will not continue to increase at the pres- 
ent rate, it is probable that the ships passing 
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through the Suez Canal in 1925 will have nearly 
double the net tonnage of the vesBela using the 
Panama waterway. It can, however, be safely 
asBumed that the Panama Canal will so stimulate 
trade and industry as to make certain a steady 
and relatively rapid increase in the growth of 
the traffic served by the canal. Eventually, pos- 
sibly at the end of two or three decades, the ship- 
ping using the Panama Canal may equal or 
exceed the tonnage of the vessels served by the 
Suez waterway. 

Somewhat less than half of the ships that use 
the Panama Canal will be serving the commerce 
of the United States, domestic and foreign. In 
1915, the tonnage of the vessels employed in the 
commerce between the two seaboards of the 
United States will probably not be much more 
than 10 per cent of the total canal traffic. The 
vessels engaged in the foreign trade of the United 
States, most of which, unfortunately, will be under 
foreign flags, will account for about a third of the 
Panama Canal tonnage, while the ships serving 
international trade that is strictly foreign to the 
United States, commerce that does not touch our 
shores, will comprise more than half of all the 
tonnage that makes use of the Panama waterway. 

The foregoing classification of the Panama 
traffic divides the business with reference to the 
nationality of the trade. It is also instractive to 
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classify the shipping nsing the Panama Canal 
with reference to the nationality of the veBsel. 
The shipping nsing the canal may be subdivided 
into three classes: (1) vessels engaged in the 
coastwise coninieree between the two seaboards 
of the United States, all of which will be American 
vessels; (2) American ships employed in carrying 
the foreign commerce of the United States; and 
(3) foreign ships carrying the commerce of the 
United States and the commerce of foreign coun- 
tries. The following table gives the tonnage of 
each of these three classes of shipping for the 
years 1915, 1920 and 1925 ; 

CliASSIFICATIOK OF EsTIUATED NbT ToNNAQE OP 

Shipping Using the Panama Canal in 
1915, 1920 AND 1925 
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The indlcationB are that at the bediming the 
shipping employed in the coast-to-coast trade will 
amount to about 1,000,000 net tons ; that this vol- 
ume will be doubled by 1925 ; and that the Ameri- 
can shipping engaged in carrying the foreign 
commerce of the United States throngh the canal 
will start with about 720,000 and will increase to 
1,150,000 tons during the first decade. The 
remainder, and by far the larger share, of the 
shipping passing through the Panama waterway, 
will be under foreign flags. In 1925, 13,850,000 
out of the probable 17,000,000 vessel tons of 
Panama traflSc will be contributed by ships under 
foreign flags. 

If all merchant vessels using the Panama Canal 
are required to pay the tolls that have been fixed 
by President Taft, possible canal revenues of 
$12,600,000 might be secured annually during the 
early years of the operation of the canal It is 
not probable that the rate of tolls will remain 
$1.20 for as long as ten years after the opening 
of the canal. It will hardly be wise to maintain 
the Panama tolls on a higher level than the Suez 
charges. The present tolls at Suez are $1.20 per 
net ton, and the rate has been reduced four times 
daring the past decade. Doubtless the prophecy 
of de Lesseps will be realized and the Suez 
charges will be brought down to 5 francs, about 
$1, per net ton before 1925. If, as is probable, 
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the Panama tolls are reduced to $1 per net ton by 
1925, the aggregate revennes obtainable from the 
Panama Canal dnrmg that year would be about 
$17,000,000, if all ships, including coastwise 
vessels, are required to pay tolls. If the law of 
August 24, 1912, remains unamended and the 
owners of the vessels engaged in the coastwise 
trade are exempted from the payment of 
tolls, revenues in 1925 will probably be about 
$15,000,000. 

It has been estimated that $19,250,000 ^er 
annum will be required to make the canal com- 
mercially self-supporting. This total is made up 
of $3,500,000 for operating and maintenance 
expenses; $500,000 for Zone sanitation and gov- 
ernment; $250,000 to meet the annuity payable 
to Panama beginning with 1913; $11,250,000 to 
pay 3 per cent interest on the $375,000,000 in- 
vested in the canal and $3,750,000 for an amorti- 
zation fund of 1 per cent per annum upon the cost 
of the canal. If the owners of the coastwise 
vessels are excused from the payment of tolls, 
the receipts from the canal at the beginning of 
the second decade will still be less than the 
expenses, including interest and amortization. 
On the other hand, if all vessels including those 
engaged in the coastwise trade are required to 
pay tolls, the revenues obtainable during the 
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second decade of the operation of the canal will 
cover all expenses inclnding capital charges. 

The policy of exempting the owners of coast- 
wise ships from the payment of canal tolls was 
adopted largely as the result of appeals to 
patriotism. Congress was urged to assist the 
American merchant marine and it was also 
asserted by those who favored the exemption 
of the coastwise shipowner from tolls that the 
shippers as well as the shipowners would be bene- 
fited. As a matter of fact, the exemption of the 
owners of the coastwise ships from the payment 
of tolls conferred upon the shipowners a sub- 
sidy. The tolls not received by the government 
will be retained mainly by the owners of the 
coastwise steamships. The general public will 
not enjoy lower rates because of the government's 
loss of revenue. As was explained in discussing 
railroad rates, the charges of the regular coast- 
wise steamship lines will be fixed primarily with 
reference to what the traffic will bear and only 
secondarily, if at all, with regard to the cost of 
the service. The tolls will be one of the costs 
of the service, an operating expense ; and if tolls 
are collected by the government they will be paid 
out of the profits of the stean^hip lines. If they 
are not collected by the government, the steam- 
ship lines will enjoy a subsidy equal to the amount 
of the tolls not collected. 
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The coaBtwise steamship lines do not need this 
Bobsidy BO long bb foreign-owned vesselB are not 
allowed to engage in the coastwise trade. An 
absolute protection from foreign competition is 
sufficient aid to give the coastwise lines, espe- 
cially in view of the fact that their businesB is 
prosperous, not languishing. Li 1911, 3,500,000 
gross tons of ships were enrolled in the coaBtwise 
trade on the Atlantic and Pacific seaboards and 
there had been an increase of 38 per cent in ton- 
nage during the preceding ten years. 

The federal government needs the amount 
obtainable from tolls upon coastwise ships in 
order to make the canal commercially self-sap- 
porting; and it should be the policy of the United 
States to make the canal commercially self- 
sustaining, provided it is possible to make the 
canal carry itself without unduly restricting its 
usefulness to the commerce of the United States 
and to the trade of the world. The tolls fixed by 
President Taft are so low as to impose no serious 
restriction upon any trade; and, as has been 
pointed out, they amount to only one-fifth of 4he 
reduction which the canal will effect in the cost 
of transportation between the two seaboards of 
the United States. Li view of the fiscal needs of 
the United States, and of the inevitable increase 
in taxes, it must be manifest to all that the canal 
oaght not to he made a continuing burden upon 
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the general tax payers of the conntry. Political 
prudence, as well as sound methods of public 
financiering, makes it advisable that those who 
derive iounediate benefit from the canal should 
pay a reasonable toll for the use of the waterway. 
I have said that the public may be disappointed 
as to the effect of the oanal upon railroad rates. 
The public may also be disappointed because 
trade does not quickly shift from European to 
American producers and traders after the open- 
ing of the canal. The Panama Canal will enable 
the United States to compete with Europe vmder 
more favorable conditions for the trade of both 
sides of the Pacific; but the fact is not to be 
ignored that transportation costs are only one 
of the factors which control trade. The commer- 
cial connections of Pacific countries At the present 
time are mainly with Europe, not with the United 
States. It is European, rather than American, 
capital that has thus far developed the industries 
and carried on the trade of the Pacific comitrieB 
of America, Australia and Asia. Moreover, the 
manufacturers and merchants of Europe have 
the advantage of having been long engaged in 
commerce with the Pacific countries. European 
houses have branches in all the important Pacifio 
ports. It is not to be expected that the merchan- 
dising business now handled by European mer- 
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chants will quickly be shifted to the TJmted 
States. 

Mannfactnrers, merchants and bankers must 
cooperate in the development of the foreign trade 
of any coontry. The fact that the banking con- 
nections of countries on both sides of the Pacific 
are mainly with Earope will tend to hold the trade 
of Pacific countries to European bnsineSB houses. 
It will take time, and possibly some changes wUl 
have to be made in our laws, to make it possible 
for New York and other banking centers in the 
United States to be of large service in the develop- 
ment of our trade with Pacific eotintries through 
the Panama Canal. 

It is not to be expected that there will be any 
sudden revolution in the trade relations of Pacific 
coimtries. The shifting of the commerce of those 
countries from Europe to the United States must 
be gradual. This will be especially true of the 
trade of the Orient. The manufacturers and mer- 
chants of Europe, who have long been served by 
the Suez Canal, will continue to hold the major 
share of the commerce of the Orient. It will not 
be possible for the United States suddenly to 
wrest from Europe the rich prize of the trade 
of the Far East. 

During the past two decades the United States 
has steadily assumed larger responsibilities as a 
world power. This has not been the result of any 
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conscious change in the purposes and poUcies of 
the United States. Our country has rather been 
borne along by the current of events, by the forces 
that tend to bring the nations of the world into 
closer relationship. The Panama Canal will add 
another powerful force to those that are already 
rapidly broadening and multiplying the commer- 
cial and political relations of the United States 
with other countries. 

The duties and responsibilities of the United 
States as the leading power on the American hemi- 
sphere must inevitably be enlarged by the open- 
ing of the Panama Canal. Mexico and Central 
America will lie within the circuit of the routes 
taken by the vessels engaged in the trade between 
our two seaboards ; and the commercial and per- 
sonal intercourse between the United States 
and the Pacific shores of South America must 
certainly increase many fold within a few decades. 

The result of the closer relations of the United 
States and Latin-American countries ought to be, 
and must ceriainly be, mutually advantageous. 
Having no territorial ambitions south of the Eio 
Grande, the relations of our country with those 
of the south as well as to our neighbor on the 
north are, and always will he, politically disin- 
terested. It will be the policy of the United 
States to assist in the political and economic 
development of other American countries, and 
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this assistance will, I am conildent, be given in a 
cordial spirit free from any selfish desire to 
obtain territory or to secure political power over 
any country. 

Doubtless the most important political effect 
of the Panama Canal will be the influence it exerts 
in the uniflcation of the United States. In a 
country of continental proportions, nearly as 
large as Europe, there are such great diversities 
of climate, of industrial pursuits and of race 
elements, that the avoidance of sectional strife and 
friction is difficult. At times in the history of 
our country the clash of sections has nearly 
caused political disruption. The railroad, the 
telegraph, and the telephone have made political 
unity certain, but every agency that brings the 
different parts of the country into closer inter- 
dependence makes for harmonious development, 
politically and socially. The Panama Canal will 
increase the economic solidarity of the United 
States and will promote the political unity of the 
country. The canal will help to make ns one 
people. 
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THE BENEFITS AND EVILS OF THE 
STOCK EXCHANGE 

By "Willaed V. Eeng 

If I start with the aBSumption that you know 
nothing at all about Wall Street, it is to compU- 
ment, not to insult, your intelligence. The realm 
of knowledge is so broad that no one of us can 
gain an accurate knowledge of more than a small 
area of it, remaining superficially informed or 
entirely ignorant as to mnch the largest part. 
This necessarily gives rise, especially in a democ- 
racy, to the habit of expressing opinions based 
on superficial information or complete igno- 
rance — a habit, I might remark, at the base of 
most of our troubles. I can pay you no higher 
compliment than to assume that you wish the 
light, and to ^ve yon what light I can without 
color and without heat. In short, I shall try to 
be historical, not hysterical. 

But even with the best intentions and the great- 
est caution, some of my opinions will meet oppo- 
sition. The practice of banking, perhaps more 
than the practice of other trades, differs from the 
theory as revealed in the text-books in that the 
human element is preponderant. The tides of 
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hmuan feeling and opinion ran so strongly and 
in such diverse directions that they quite upset 
calculations based upon the books, even though 
the principles on which those calculations are 
made are entirely sound. Hence it is a common 
matter for business men to dismiss the opinions 
and advice of college professors as being aca- 
demic. To be entirely just, the criticism should 
be that they are merely academic. 

Deductions from human actions differ widely, 
and it is this difference which marks the relative 
degrees of success and failure among men who 
appear to be equally logical. The faculty which 
we call judgment is developed by constant prac- 
tice in such deductions, at one's own expense. 
Errors in deductions which cost ns nothing, -do 
not develop this faculty — which explains the fre- 
qnent incapability of men bom with golden 
spoons, the lack of real judgment among women 
who are not self-supporting, and similar phe- 
nomena. So while I set out to state facts calmly, 
and to deduce from them as fairly as my judg- 
ment allows, you and I must be prepared to learn 
that other minds react differently under these 
same facts. Let me add that I am not concerned 
to attempt a defense of the Stock Exchange. I 
am profoundly concerned to plead for clear, calm 
thinking, for demanding facts and weighing them 
fairly, for seeking light without heat. 
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The term "Wall Street" is used roughly to 
express two separate thoughts: In its narrower 
sense it means the Stock Exchange, with its 
clientele of customers. In the broader sense it 
means the banking institutions which finance not 
merely the operations of the Exchange, but the 
operations of substantially all the industries of 
the country. A great deal of confusion arises in 
the pnblio's mind from this donble use of the 
phrase, coupled as it generally is with the innu- 
endo that the whole district is given over to 
roguery on a large scale ; so that the farther one 
travels geographically from "Wall Street the worse 
its reputation appears to be, and the vaguer the 
basis on which that reputation stands. There are 
certain grounds for this vague criticiBm, relating 
to each of the aspects of Wall Street that I have 
mentioned above; but to-day it is only the Stock 
Exchange that concerns us. 

The Stock Exchange is, of course, a market- 
place, and like any other market is an evolution. 
It serves so important a fmiction in the economic 
fabric that its evolution has gone much farther 
than that of any other market, and on that 
account it is not easy to describe its many func- 
tions in a brief paper. It must serve onr present 
purpose to say that within certain limitations it 
is a place where buyers and sellers of securities 
meet on a basis of absolutely free competition, 
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insuring to each the greatest advantages obtain- 
able nnder any procesa of barter. By so doing, 
it gives to securities a value they otherwise would 
not possess, namely, the value of convertibility 
into money, and by adding this item it has 
enabled oonntless industries to be organized and 
developed which, otherwise, would to-day be un- 
heard of. Without such Exchanges in the great 
money centers of the world, the great develop- 
ment of industries which has marked the last half 
century would have been impossible. Fifty or 
sixty years ago it was quite usual to build such 
little railroads as the country then knew, out of 
funds raised along the route of the road; but in 
those days the roads were unsubstantially built, 
were not designed to carry long or heavy trains, 
and were little more than toys. To-day, when 
each mile of track costs from twenty thousand 
dollars to several times that amount, according 
to the nature of the country, and additional money 
must be provided for stations, switches, termi- 
nals, locomotives and cars, to pay wages, to buy 
the right to cross certain lands, to pay damage 
claims, etc., it is quite out of the question to raise 
funds in the old-fashioned way. It is therefore 
necessary to provide the money from a multitude 
of other sources. Now, what inducement can the 
railroad builders oifer iu order to coax an ade- 
quate stream of gold out of many pockets! In 
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brief, they muat convince each man that he can 
get his money back mthin reasonable limitations, 
with some profit, and with as much interest on 
it as he could make in any other such venture. 
The first point is safely covered if the securities 
which he -buys are listed on the Stock Exchange. 

Trustees of estates, insurance companies, trust 
companies, and many others who have funds 
which must be invested in such a way that the 
money can be reaUzed and paid over when occa- 
sion demands, very naturally refuse to buy in- 
vestments which are not salable. They appre- 
ciate that when the day comes they must deliver 
ready money, nothing but real money will do. 
This makes it necessary to provide a market- 
place where these investments can be exchanged 
for cash; hence the complicated and remarkable 
machine known as the Stock Exchange. 

A brief glance at the mechanism of the New 
York Stock Ezohange may be of value. This 
Exchange as such transacts no business whatever, 
merely providing a meeting-room where its mem- 
bers gather and trade under certain limitations. 
These limitations are the result of experience and 
they aim to protect each broker in trading with 
his fellows, and the customer in his relation with 
bis broker : for instance, the membership is limited 
in number, and each candidate for election must 
be passed upon by a coomiittee and endorsed by 
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several citizens of standing; he must buy a 
"seat," the number of which is limited and the 
price of which has been at times neariy $100,000. 
This seat is a pledge of good faith and security 
to his fellow brokers, who have a first lien on it 
for any claims that may arise in the course of 
their business. The powers of the Board of 
Governors are despotic, and many a broker who 
has transgressed the rules of floor trading has 
paid the penalty of forfeiture of his membership. 
While this does not mean financial death, as it 
would in England or in China, yet even under our 
lower standards of business ethics it means a 
serious impairment of his reputation, not to 
mention the loss of his franchise to continue in 
business. 

The stockbrokers 'themselves are of all sorts, 
just as other humans are. Some are masters of 
every detail affecting their business (and if you 
knew the bulky manuals, the intricate tables of 
figures, careful analyses of earnings, the reports 
of crop conditions, of exports and imports, of the 
number of empty freight cars, of the gold reserve 
of foreign banks — ^just to mention a few — ^you 
would admit that there are details). Other 
brokers are content to master only the technique 
of trading on the floor — the various subtle points 
which make one man's service worth more than 
another's. To come up to the full measure of 
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opportonity in this, as in other callings, requires 
painstaking study and constant application. 
Merely to avoid catastrophe requires great alert- 
ness, quick and accurate judgment of human 
nature, and fidelity to the interest of tiie client. 

At ten o'clock each business morning the 
brokers, who are in active business, assemble on 
the floor and proceed to buy or sell according to 
the orders they have received from customers, or 
according to their own plans if they operate for 
their own account. Many brokers limit their 
activities to the execution of orders from cus- 
tomers, refusing entirely to speculate in their own 
behalf. Many others, who are called floor traders, 
operate entirely as merchants, not as conunission 
brokers, and buy or sell according to their own 
views. It will readily be seen that the presence 
of these traders enormously increases the number 
of dealings in securities, and thereby provides a 
TDUch. greater and quicker market than would 
occur if only casual investors were represented 
on the floor. The sales are all made verbally, no 
written agreements being exchanged until later. 
The brokers receive either by telephone or by 
messenger the orders which they are to execute, 
and the rules of the Exchange require that these 
orders shall be executed at once. If you direct 
your broker to buy one hundred shares of Union 
Pacific at 150, your broker must immediately 
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endeavor to buy the gtoek at that figure, or as 
much lower as possible ; but if in endeavoring to 
get it at a lower figure, he permits some other 
broker to buy whatever stock is offered, and thus 
fails to execute your order, he is compelled to pay 
yon the difference between 150 and the price which 
you have to pay for the stock. It often happens 
that in trying to earn his conuniasion of $12.50 
for buying one hundred shares of stock, the 
broker incurs a loss of a hundred dollars or more. 
If you direct your broker to sell stock "short," 
as the phrase is, he will arrange to borrow that 
stock in order to deliver it for you; for the rules 
of the Exchange require that every share of stock 
sold shall be delivered and paid for the following 
morning. 

Much of the trading on the Exchange is done 
with the understanding thai the broker shall 
advance most of the money needed to pay 
for the stocks which are bought. That is, the 
customer will deposit with his broker about 10 
per cent of the cost of the stocks he is ordering, 
and the broker will furnish the remaining 90 
per cent. The customer's deposit is called a 
"margin." The transaction is exactly analogous 
to baying real estate subject to a mortgage. In 
case the market value of the stock goes down, the 
customer must deposit additional money with his 
broker in order that the margin may be kept at 
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the agreed proportion. Failure to lire up to thiB 
agreement g^ves the broker the right to sell the 
stock on notice. Yon will see that this power is 
necessary, else the broker might iBnd himself in 
possession of stock which he did not want, and 
the value of which was sinking. 

The implicit confidence which each broker mnst 
place in each of his fellows, arising out of the 
purely verbal transactions on the floor, gives rise 
to an extreme good-fellowship which is blamed 
occasionally for winking at transgressions of the 
rules. It is hard to say whether this is a frequent 
occurrence, because many well-informed men 
insist that such violations are very rare, while 
others maintain that some things are done which 
would be punished if reported to the Board of 
Governors. The ordinary assumption that "tell- 
ing tales" is dishonorable is here reinforced by 
an esprit de corps akin to the loyalty shown by 
physicians and lawyers to others of their own 
profession, in despite of their higher loyalty to 
the state ; but in the case of the brokers there is 
more reason for it, it being bom of business neces- 
sity. It is a cause of criticism by the public that 
brokers who are rated as men of standing do not 
use the adequate machinery at their disposal to 
punish frauds upon the outside public. Without 
apologizing at all for this attitude, I wish merely 
to point out that it is a corollary of their intricate 
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and intiinate relations with each other, and that 
it is paralleled by the indisposition of judges to 
hold their fellow lawyers in cheek, and of physi- 
(uans to testify against fellow practitioners. 

I am tempted to use this occasion to protest 
against the further spread of the feeling against 
informers. It seems to me that too much of a 
contemptuous nature has been said about them, 
while never a voice is raised in behalf of society 
at large, whose existence depends on information. 
Why should we all conspire to assail the hand 
that holds the torch, when we all agree that light 
should be thrown upon certain dark places T 
Should we not first exhaust our vituperation upon 
those who are making iniquitous use of the dark- 
ness! Should we not in this matter, and in our 
general attitude toward crime and criminals, take 
our first position by asserting that society must 
be protected against the individual — ^that society 
cannot eadst except it be protected against the 
individual! 

Another evil might be roughly described as 
manipulation, although that word may not' con- 
vey exactly the idea I have in mind. It is a fact 
that occasionally some smart and unscrupulous 
men put their heads together and form a plan 
whereby the price of some security is worked up 
and up, or down and down, with the idea of creat- 
ing a false impression about the value of the 
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security, ilms tempting uninformed persons to 
gamble. This, however, is not of very frequent 
occurrence nowadays. But there is a manipula- 
tion of another sort which, though infrequent, is 
probably more damaging to all concerned. I refer 
to the cases where the securities of some new 
corporation or new conBolidation are listed on the 
Exchange while they are still so new that the 
most expert have had no opportunity to judge of 
their real value. This makes it possible for the 
promoters to distribute the securities at prices 
which produce enormous profits for the original 
owners, and which are not justified by intrinsic 
value. Particularly in mercantile enterprises it 
takes some time for a company to show what its 
normal earning capacity is. Mere log^c will often 
prove misleading. The result is that such secu- 
rities furnish a more fertile field for manipula- 
tion because there is more room for imagination 
and less for cold analysis. Such securities should 
not be admitted to the Exchange until they have 
passed through a ripening period. The damage 
that is done by opening the Stock Exchange 
market to such stocks is quite widespread. In the 
first place it diverts from its proper channel the 
stream of investment money which ought to be 
going into better securities; when these unripe 
securities upset the stomach of foreign investors, 
it creates a distaste for all our securities : and the 
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good name of the Stock Exchange suffera because 
its certificate of listing is supposed to imply a 
careful scrutiny. The sad thing, economically aud 
sentimentally, about the frauds on investors in 
securities which are not listed on the Exchange 
(and these comprise far the largest share of 
investment frauds in this country) is the fact that 
an enormous stream of good money is sent into 
undeserving enterprises and into iniquitous 
pockets, not only robbing the poor investor and 
upsetting his faith in human nature, but inter- 
fering with the development of legitimate enter- 
prises. This is much the same case as that of the 
professional street beggar who is the recipient 
of enormous donations of money and sympathy 
which rightfully belong to persons in genuine dis- 
tress, so that the generous man not only wastes 
his charity appropriation, but fails to search for 
those really deserving of his help. 

As I said before, the fundamental reason for a 
Stock Exchange is the need of a place where 
money can be found for developing our indus- 
tries. It would not be possible then to refuse 
altogether the listing privilege to the securities 
of new enterprises. To do this would injure the 
investment value of proper securities. It is there- 
fore obvious that no statute restricting the listing 
should be drawn. It seems to me that the cure 
must lie in giving the Governors of the Stock 
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Exchange wide powers, and in demanding of them 
a high sense of daty ; and further, they shonld sup- 
plement the scrutiny of the Listing Committee by 
that of a bureau of expert engineers and account- 
ants. No matter how conscientious a Listing 
Committee may be (and it must be admitted that 
the Committees of this Exchange do give time and 
labor unstintedly to the tasks assigned to them), 
yet it is inevitable thai their eyes should lack the 
keenness of trained experience. At best they are 
amateurs, and it would seem reasonable that they 
should take advantage of professional assistance. 
To complete the protection of the intelligent in- 
vestor, and to provide some safeguard for the 
"lambs," the several states and especially New 
York State should pass statutes closely following 
the British "Companies Act" and "Directors* 
Liability Act." The former of these laws pro- 
vides for the filing in a public office of certain 
sworn statements about the property of each 
corporation, the cost, the promoters' profits, and 
other such items from which an intelligent man 
should derive enough knowledge to act sensibly. 
The Directors' Liability Law fastens upon the 
persons mentioned in a prospectus, as directors or 
promoters, a liability for losses incurred through 
relying on any statement in the prospectus which 
proves misleading. 
The casual critic will mention "short selling" 
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as one of the evils of the Stock Exchange. To one 
who stops to study and think, short selling is so 
valuable and so innocent that it is hard to meet 
sympathetically the point of view of the critic. 
This phrase means the agreement to deliver prop- 
erty which one does not at the moment possess. 
In almost every walk of life, short selling is one 
of the conmionest occurrences. A boilder will 
make a contract to erect a house for someone, and 
will agree to have the house completed within a 
certain time, although at the time he makes the 
contract he does not own the brick, mortar, plumb- 
ing or other materials, and he has not even con- 
tracted for the labor. And each bricklayer or 
carpenter will agree to deliver his own labor for 
days that are not yet in existence. All this is 
short selling. A manufacturer will agree to 
deliver cotton goods to a retailer before the raw 
cotton is in his mills, thereby "selling short" both 
iu respect of material and of labor he wiU have to 
hire. The dairy farmer will make contracts to 
deliver milk and cream by the year, which is "sell- 
ing short" the expected products of his cows. The 
farmers Id the northwest and the cotton planters 
in the south, finding that the demand for their 
produce has raised the price to an attractive 
point, will sell their crops, or part of their crops, 
in advance. 
Now, when it comes to securities, there is no 
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greater immorality in selling short seearities one 
has not got than in selling milk which the cows 
have not yet ^ven. The practical advantage in 
Becnrities la this, that without short selling there 
would be nothing to prevent a gronp of over- 
enthusiastic men from bidding up the price of 
some security to a dangerous height. They will 
not get it 8o high if some cooler heads check the 
rise by agreeing to deliver at various prices on 
the way up. And the further advantage is this — 
that when the collapse comes, it is not so great 
because those cooler heads must bny in the 
securities which they have agreed to deliver. 

It is a matter of the commonest comment that 
the market is kept steady by what is called the 
"covering" of the short sellers, that is to say, by 
the fact that they are compelled to buy in order 
to fulfill their contracts. 

There was a time when a manufacturer would 
not sell his output until it was completed and 
ready for delivery. A moment's thought will 
convince you that such a procedure made a specu- 
lator out of that manufacturer, because he had 
to buy a lot of material, engage a number of work- 
men and pay all the expenses of manufacture, in 
the mere expectation that he would be able to sell 
the output. If his expectation was disappointed, 
he remained the unhappy possessor of an unmar- 
ketable lot of goods. The elaborate machinery of 
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modem commerce has enabled >iim to keep in sach 
close tonch with the consumers of his wares that 
he can safely keep his mills open the year round, 
to the immense advantage both of his employees 
and of his customers. The economic importance 
of short selling of securitieB is perhaps more 
subtle, but quite as well verified by experience. 

The greatest evil of all is the incentiye to 
gambling which the Stock Exchange fumishea. 
It looks so easy to put np a hundred doUars and 
to stand a chance of winning several times that 
amount, that great numbers of people are led into 
this form of gambling who cannot afford to take 
the hazard. For, of course, the odds are against 
the gambler, because he must pay commissions 
and taxes out of his profits or in addition to his 
losses. There is no doubt that many men have 
permitted their attention to be distracted from 
their proper business because of a "flyer on the 
Exchange"; and many others have fallen into 
crime on account of ventnres which resulted in 
losses which their own purses could not meet. 
Countless ways have been proposed for checking 
this evil, but without success, and it looks as if 
it were a necessary incident of this business. Of 
course it largely depends on the attitude of the 
stockbroker. If he is intent only on making com- 
missions, he will encourage everyone to speculate; 
even with the highest ideals, a broker'cannot be 
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sure whether a oastomer can afford the chance 
of loss. Obviously only those should speculate 
who can afford to pay their losses without dis- 
tress. This comes to saying that the speculator ■ 
should be able to pay in full for his purchases and 
not carry them on margin. If he can do this, he 
can be indifferent to the fluctuations of the market, 
because then no one can compel him to sell at a 
loss. 

It is urged that the fools, who have parted with 
their money in gambling in stocks, would have 
sought some other opportunity to lose it if this 
outlet were closed to them. In a large measure 
this is true — ^no one can say just to what extent. 
A moment's reflection will discover many oppor- 
tunities for the gambling spirit. At the same time 
it must be admitted that convenience is an element 
of some importance, and the easy access to a 
broker's office must have its effect on weak or 
adventurons minds. The best I can do is to call 
attention to the undoubted fact that speculating 
on the Exchange is a losing venture to a large 
majority of people who indulge in it, and is almost 
certain disaster to those who speculate with 
inadequate capital. 

Every complex machine has some point where 
the strain between the various parts is taken up. 
Your automobile engine must propel the car at 
an even pace over rough roads and smooth, one 
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vlieel in the ditch and the other on the high road, 
with the outside wheel traveling fast aronnd a 
curve — all this without failure or even discomfort. 
The economic machine of a great nation like this 
must also have points of adjustment which will be 
rapid and automatic. The Stock Exchange is one 
of these, and one of the most important. Onr inter- 
national relations are so many and so subtle that 
the closest student finds himself at a loss to ana- 
lyze them with complete accnracy. Europe pays 
us for our farm products and for some manufac- 
tured goods ; on the other hand we spend money 
in foreign conntries for their manufactures, our 
tourists spend a good deal, the foreigners here 
remit large sums to their relatives abroad, we pay 
freights to foreign steamers on our cargoes, and 
we remit large exmis for interest on investments 
which Europeans have made in this country. Yon 
will see from this brief statement that there are 
a number of conflicting currents of varying 
strength, the net result of which is translated 
in the market for gold; at least it would be if there 
were no stock exchanges. But when the quantity 
of available capital for trade or for extending oar 
railroads or other industries is at a low ebb, it 
is possible to open the valve and start a stream 
of money in this direction, by "liquidating" secu- 
rities, as it is called. In other words, the banks 
and capitalists of this country offer their bond 
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and stock inveBtments at concessions in prices, 
throwing them upon the market of the Stock 
Exchange, where they are bought by representa- 
tives of foreign investors. Similarly, as in the 
ease of the recent Balkan panic in Enrope, when 
it was necessary for the banks of Enrope to pro- 
vide large sums of money, the foreign banks offer 
back the securities of onr corporations, at some 
concessions in price, through the medium of the 
Stock Exchange. The Exchange thus serves as 
a valve for readjusting the level of demand for 
money between this country and Europe. 

Many efforts have been made to warn the public 
against purchasing the secnrities of fraudulent or 
visionary enterprises, but more difficulties than 
one would imagine, confront such philanthropic 
efforts. Men, who would not think of buying a 
horse without a veterinary's examination and a 
careful personal scmtiny, will spend much larger 
sums of money on the faith of a printed advertise- 
ment bearing an unknown signature. Since the 
human nature of the purchaser cannot be changed, 
efforts have been made to control the seller by 
various statutes. The only snocessfol instance of 
such a statute which I know is the British Com- 
panies Act. None of our states has seen fit to 
copy this Act because it is not our American way 
to follow Buooessful experience abroad. The 
Stock Exchange, however, has established the 
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most complete system that couM be devised by 
anything short of civil authority, for the protec- 
tion of the investor. Before securities can be 
dealt in on the Exchange, they mnst be passed 
apon by a ListiDg Committee, which somtinizes 
the reporiis of the property, its earnings, its 
management and other details likely to affect the 
value of its securities. These reports are filed 
where easy access may be had to them. Of course 
it is impossible for any body of men to certify to 
the value of securities. Even the government 
could not do that. Values change daily, and dif- 
ferent minds will attribute various values even 
at the same moment to the same article. If this 
were not so there would not be buyers and sellers 
at the same time. The Exchange also demands 
periodic reports which are at once published for 
the benefit of the investing public. These reports 
are of vital importance to investors, prospective 
investors and to the banks and trust companies 
who make loans on securities. The Exchange is 
enabled to demand these reports from corpora- 
tions because its listing gives such prestige to 
secnrities that the corporations must avail them- 
selves of its market in order to get their capital 
on the best possible terms; and in using its in- 
fluence in this way, the Exchange has conferred 
a substantial benefit on the community. 

It is worth while to call attention to two inter- 
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eating phenomena in connection with this part of 
onr country's business. First, the remarkable 
degree of honor shown among members of the 
Stock Exchange in their daily transactions. As 
stated above, these are made verbally, often in 
rapid succession, and generally representing large 
amounts of money. In no other trade are trans- 
actions of any such magnitude conducted without 
written evidence, and yet repudiation is entirely 
unknown. Often the lapse of an hour's time will 
represent the loss of thonsands of dollars in a 
single purchase, but the broker stands by the bar- 
gain which he probably made by waving a band 
across an excited group of traders. The second 
remarkable fact is that the complex machinery of 
this Exchange is supervised by volunteer Com- 
mittees who give time and thought to their duties, 
after the close of the day's work on the Exchange, 
and entirely without compensation — without even 
what Pindar called "the lofty lucre of fame." 
The unselfish service rendered by such men in the 
Stock Exchange as in certain otiier bodies, such as 
our universities and mutual life insurance com- 
panies, almost justifies the Socialistic idea; at 
least it would if the selfish type of man, working 
only for his own interest, were not so common. 
I make bold to call attention to these evidences 
of fine spirit, because of the recent mania for 
criticism of everything connected with Wall 
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Street. It seems to me that no tmer words have 
been spoken than those of President Batler of 
Colmnbia University, "this is the day of the confi- 
dent amateur." In onr legislative halls the 
amateur is having free swing, after a long and 
exciting career in the magazines. Snrely it is the 
dnty of some of ns to insist npon a cool and fair 
examination of facts, without the superlatives 
with which the professional orator conceals his 
confusion of thought. 

If I have contributed anything toward a dis- 
passionate and judicial examination of facts I 
shall be happy in the feeling of a great public 
service performed. 
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New York, aafetj fond BTStem, 49. 

Note iasne, lemediea foi, 70; in other coimtriee, 74-75. 

Notes, Inflexibilitj of, 63-64. 

Oklahoma, guarantee idea, 48-49, 60; failnre of guarantee idea in, 

61-63. 
Panic of 1007, aroused useful discussion, 46-47, 48-49. 
Peel's Act of 1844, 60-61. 
Beoerre requirements, foreign and United States, 65-66; mnediM 

for ri^d, 75-77. 
Betirement of greenbacks, 55-57; retirement not important, 57-50. 
Bafetj fund system, 49. 

Sonth Dakota, "Toluutar7" deposit guarantee, 60. 
Sweden, note issue in, 75. 
Switzerland, note issue in, 76. 

Taft, Jndge Alphonso, letter to Secretary Chase, 63. 
Texas, "eompolsorj" deposit guarantee, 60. 
"Voluntary" dopoait guarantee, 60. 

Value or thi Panama Canai. to Tms Oodhibt 

American Hawaiian Steamship Oo., rates of, S6, 

Annuity payment, amount to Panama, 97. 

Atlantic Squadron, separated from Paeifle Squadron, 63, 84. 

Canal Zone, fortification of, 84. 

Central America, future relations of U. B. with, 102. 
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Ooaat-to-coaat trade, wtiiiuited tonnage of, 9S-06. 

Coastwiw c&rrieni, ntM of, 8S. 

CoABtwiM T«aMla, to be exempted from tollt 97-06. 

Competition, slight among oteMnahip lines, 01; not alone needed 
to insure cbeap rates, 92. 

Cost of transferring goods, 86-88. 

Domestic eommeree, to nse Panama, 04-96. 

Europe, trade of, on the Paeifle, 100-lOL 

Foreign eommeree, to use Fajiama, 94-06. 

Fortiflefttione, at termini of Panama Canal, 84. 

Qibraltar, American, 84. 

Qreat Britain, promisee to, concerning Canal f ortllleation, 84. 

Ha7-Paimcefote treaty, 84-85. 

Latin-American countries, doeer relatione of 17. S. with, 102. 

de Leeeeps, prophecj of, concerning Snei tolls, 96. 

Ueiican National Bailway, 86. 

Mexico, future relations of U. H. with, 102. 

Oregon, trip of, 83. 

Pacific, European capital and trade on, 100-101, 

Pacific Squadron, separated from Atlantic, 83, 84 

Panama Canal, duties of U. 8. at, 102; value of, in political 
relatione, 102; for unification of V. B., 103; estimate for, in 
1908, 82; cheaper transportation made possible hj, 87; effect 
of, on transcontinental Tailroads, 80; probable tonnage paw- 
ing through, 02-06. 

Panama fiailroad, 86. 

Bates, present, at Panama, 86; fixed for Canal, 87-88; coastwise 
carrier, 88-S9; Tehaunt^«c, 01; revenue from, 96. 

Bevenuee, probable, from Panama, 96; coastwise trade, tolls 
needed for, 07-09. 

South America, contact of U. S. with, in future, 102. 

Steamship lines, rates of, 88; probable adjustment of, 91. 

Straits of Magellan, circuit by, S3. 

Sues Canal, opened Orient to Europe, 101; traffic of, 92-94; telle 
at, 96. 

Taft, Preeident, recommendations for fortification of Canal, 85; 
toll fixed by, 87 ; tolls fixed by, will not restrict trade, 99. 
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Tshanutapec, letlimnB of, toniukge shipped via, 80 ; eoet of tonnage, 
87; nttea of, SL 

ToU, Oxei hj President Taft, 87; probable revenue from, 90-98; 
at Suae, 9S; sliall coastwise vessels be exempted framf 97-99. 

Tonnage, Mtimates of, available to Pansma, 92-96. 

Traffic, at Panama, estimated by Suei, 92-96. 

Transeontinental railroads, little affected bj Canal rates, 89-90. 

Valae of Panama Canal, in general, 82-83; militarj, 83 86; trans- 
portation, 8S-92; in competing with Europe in trade on 
Pacifle, 100-101; in foreign political relations, 102; lor unifi- 
cation of U. 6., 103. 

Zone sanitation, cost of, 97. 

BBHxnrs and Evils t» thk Stock Exohanob 

Board of OoremoTS of Stock Extdiange, 109; power of, 112; wider 
powers for, llG-116. 

Butler, President, of Colombia TTniTersity, qnoted, 125. 

Committees, volunteer, work of, 116, 124. 

"Companies Act," British, followed in New York State, 116, 
122. 

"Directors' LiabOitj Act," British, followed in New York State, 
116. 

Esprit de Corps of the Stock Exchange, 112-113. 

Erils, frauds onpnnished, 112; manipniation, 113-116; "short sell- 
ing," 116-119; incentive to gambling, 119-120. 



Gambling, incentive to, in Btock Exchange, 119-120. 

Governors, Board of, of Btock Exchange, 109; power of, 112; 

wider powers for, llS-llfl, 
Honor in the Stock Exchange, 110-112, 124. 
"Lambs," protection for, 116, 
Listing Committee, should be supplemented by a bureau of expert 

engineers and accoontants, 116; must pass on securities, 123. 
Ibnipolation, evils of, 113-llS. 
"Margin," definition of term, 111-112. 
New York Stock Exchange, mechanism of, 106-113; membership, 

108-109; seat in, 109. 
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lUilroada, funds for, mntt eome thiongb Exduuige, 107. 
B«poTta, d«iituided bj EzehangQ, 123. 
Bnlee of the Exchange, 110-111. 
Seat in Exchange, 109. 
"Short," definition of term. 111. 
"Short Selling," erili and virtnee of, 116-119. 
Stockbrokers, types of, 109. 

Stock Exchange, definition of, 106; need for, 107; New York, 108- 

113; eaprit de eorpa of, llS-113; place of adjurtment, 120-18S. 

"Wall Street," false impreasiona of,'104; two meaningB of, 106. 
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